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HEALTH SERVICES AND DEVELOPMENT AGENCY MEETING
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OPERATING ENTITY:

CONTACT PERSON:
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PROJECT COST:

FINANCING:

PURPOSE OF REVIEW:

DESCRIPTION:

OCTOBER 23, 2013
APPLICATION SUMMARY

Chattanooga-Hamilton County Hospital Authority
d/b/a Erlanger Medical Center
CN1307-027

975 East 314 Street
Chattanooga (Hamilton County), Tennessee 37403

Chattanooga-Hamilton County Hospital Authority
d/b/a Erlanger Medical Center

975 East 3vd Street

Chattanooga (Hamilton County), Tennessee 37403
Not Applicable

Joseph M. Winick
(423) 778-8083

July 15, 2013
$4,307,699
Cash Reserves

Initiation of positron emission tomography (PET)
services and the acquisition of a PET/CT Scanner

Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger Medical
Center (EMC) is seeking approval for the initiation of positron emission
tomography services (PET) and the acquisition of a PET/CT Scanner.
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CRITERIA AND STANDARDS REVIEW

POSITRON EMISSION TOMOGRAPHY SERVICES

1. Applicants proposing a new stationary PET unit should project a minimum
of at least 1,000 PET procedures in the first year of service, building to a
minimum of 1,600 procedures per year by the second year of service and
for every year thereafter. Providers proposing a mobile PET unit should
project a minimum of at least 133 mobile PET procedures in the first year of
service per day of operation per week, building to an annual minimum of
320 procedures per day of operation per week by the second year of service
and for every year thereafter. The minimum number of procedures for a
mobile PET unit should not exceed a total of 1600 procedures per year if
the unit is operated more than five (5) days per week. The application for
mobile and stationary units should include projections of demographic
patterns, including analysis of applicable population-based health status
factors and estimated utilization by patient clinical diagnoses category
(ICD-9).

For units with a combined utility, e.g., PET/CT units, only scans involving
the PET function will count towards the minimum number of procedures.

The applicant projects it will perform 1,055 PET procedures in the first year
of operation and 1,330 PET procedures during the second year of operation.
The applicant does not expect to reach the 1,600 procedure threshold until the
third year of operation.

It appears the applicant will meet the criterion in the first year, but not in the
second year.

2. All providers applying for a proposed new PET unit should document that
the proposed location is accessible to approximately 75% of the service
area’s population. Applications that include non-Tennessee counties in
their proposed service areas should provide evidence of the number of
existing PET units that service the non-Tennessee counties and the impact
on PET unit utilization in the non-Tennessee counties, including the
specific location of those units located in the non-Tennessee counties, their
utilization rates, and their capacity.
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3
The applicant states that 75% of the service area population has driving
time of 40 minutes or less. The applicant acknowledges that patients
residing outside the service area utilize EMC. Those patients include
residents in counties of Tennessee outside the service area and residents of
Alabama, Georgia, and North Carolina.

It appears that this criterion has been met.

3. All providers should document that alternate shared services and lower
cost technology applications have been investigated and found less
advantageous in terms of accessibility, availability, continuity, cost, and
quality of care.

The applicant acknowledges the geographic availability of PET/CT services
but notes that there is an issue of financial access. The applicant also notes
that EMC currently refers patients to existing PET/CT providers but being
an academic medical center, not having PET/CT capabilities delays and
impairs the efficacy of care provided and continuity of care.

It appears that this criterion has been met.

4. Any provider proposing a new mobile PET unit should demonstrate that it
offers or has established referral agreements with providers that offer as a
minimum, cancer treatment services, including radiation, medical and
surgical oncology services.

The applicant is not proposing mobile PET services.
This criterion does not apply.

5. A need likely exists for one additional stationary PET unit in a service area
when the combined average utilization of existing PET service providers is
at or above 80% of the total capacity of 2,000 procedures during the most
recent twelve-month period reflected in the provider medical equipment
report maintained by the HSDA. The total capacity per PET unit is based
upon the following formula:

Stationary Units: Eight (8) procedures/day x 250 days/year = 2,000
procedures/ year

Mobile Units: Eight (8) procedures /day x 50 days/year= 400
procedures/ year
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The provider should demonstrate that its acquisition of an additional
stationary or mobile PET unit in the service area has the means to perform
at least 1,000 stationary PET procedures or 133 mobile PET procedures per
day of operation per week in the first full one-year period of service
operations, and at least 1,600 stationary PET procedures or 320 mobile
PET procedures per day of operation per week for every year thereafter.

The existing providers in the service area operated at 48.8% of capacity in
2012. The applicant expects to meet the 1,000 procedure threshold in Year 1
but does not expect to reach the 1,600 procedure threshold until the third
year of operation.

It appears this criterion is not met.

6. The applicant should provide evidence that the PET unit is safe and
effective for its proposed use.

a. The United States Food and Drug Administration (FDA) must certify
the proposed PET unit for clinical use.

A FDA approval letter was included in the attachments to the application.
It appears that this criterion has been met.

b. The applicant should demonstrate that the proposed PET procedures
will be offered in a physical environment that conforms to applicable
federal standards, manufacturer’s specifications, and licensing
agencies’ requirements,

A letter from the applicant’s architect indicates compliance with current
building codes and Tennessee Department of Health licensing
requirements.

It appears that this criterion has been met.

c. The applicant should demonstrate how emergencies within the PET
unit facility will be managed in conformity with accepted medical
practice.

The applicant provided a copy of the policy pertaining to emergencies in
the original application.
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It appears that this criterion has been met.

d. The applicant should establish protocols that assure that all clinical
PET procedures performed are medically necessary and will not
unnecessarily duplicate other services.

The applicant provided a copy of a policy pertaining to medical necessity.
It appears that this criterion has been met.

e. The PET unit should be under the medical direction of a licensed
physician. The applicant should provide documentation that attests to
the nature and scope of the duties and responsibilities of the physician
medical director. Clinical supervision and interpretation services must
be provided by physicians who are licensed to practice medicine in the
state of Tennessee and are board certified in Nuclear Medicine or
Diagnostic Radiology. Licensure and oversight for the handling of
medical isotopes and radiopharmaceuticals by the Tennessee Board of
Pharmacy and/or the Tennessee Board of Medical Examiners—
whichever is appropriate given the setting—is required. Those
qualified physicians that provide interpretation services should have
additional documented experience and training, credentialing, and/or
board certification in the appropriate specialty and in the use and
interpretation of PET procedures.

The applicant’s medical director will be Dr. Pradeep Kumar Jacob. His
CV indicates that he is Board-certified in radiology and nuclear
medicine. Dr. Jacob is also listed on EMC’s license from the
Department of Environment and Conservation, Division of Radiological
Health.

It appears that this criterion has been met.

f. All applicants should seek and document emergency transfer
agreements with local area hospitals, as appropriate. An applicant’s
arrangements with its physician medical director must specify that
said physician be an active member of the subject transfer agreement
hospital medical staff.

The applicant is a major medical center and provides a three page list of
various transfer agreements.
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It appears that this criterion has been met.

7. The applicant should provide assurances that it will submit data in a
timely fashion as requested by the HSDA to maintain the HSDA
Equipment Registry.

The applicant states it has in the past and will continue in the future to
comply with all data reporting requirements of the HSDA pertaining to

the utilization of major medical equipment.

It appears that this criterion has been met.

8. In light of Rule 0720-4-.01 (1), which lists the factors concerning need on

which an application may be evaluated, the HSDA may decide to give
special consideration to an applicant:

a. Who is offering the service in a medically underserved area as
designated by the United States Health Resources and Services
Administration;

The applicant provides documentation from the U.S. Health Resources
and Services Administration that indicates that portions of Hamilton
County and the nine other counties in the serviced area are medically
underserved areas. '

It appears that this criterion has been met.

b. Who documents that the service area population experiences a
prevalence, incidence and/or mortality from cancer, heart disease,
neurological impairment or other clinical conditions applicable to PET
unit services that is substantially higher than the State of Tennessee

average;

The applicant provides age adjusted mortality data for Heart Disease,
Cancer, Alzheimer’s, and Stroke in each of the nine service area counties
and the State of Tennessee overall. Six of the nine counties had higher
mortality rate for heart disease than the state overall, five of the nine for
cancet, five of the nine for Alzheimer’s and six of the nine for stroke.
Hamilton County was higher than the state average in Alzheimer’s only.
Even though the majority of the counties had mortality rates higher than
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7
the state average, it is unknown if the service area in total is higher than
the state average.

It is unclear as to whether this criterion has been met.

c. Who is a “safety net hospital” or a “children’s hospital” as defined by
the Bureau of TennCare Essential Access Hospital payment program
and/or is a comprehensive cancer diagnosis and treatment program as
designated by the Tennessee Department of Health and/or the
Tennessee Comprehensive Cancer Control Coalition; or

The applicant is both a safety net hospital and a children’s hospital.

It appears that this criterion has been met.

d. Who provides a written commitment of intention to contract with at
least one TennCare MCO and, if providing adult services, to
participate in the Medicare program.

The applicant contracts with four TennCare MCOS and participates in
the Medicare program.

It appears that this criterion has been met.
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Staff Summary
The following information is a summary of the original application and all supplemental
responses. Any staff comments or notes, if applicable, will be in bold italics.

EMC plans to initiate PET/CT services in the hospital’s nuclear medicine area of
the existing outpatient imaging department. Due to the weight of the scanner
the floor and structural supports will to be reinforced. There will be no new
construction. EMC plans to purchase a Phillips Gemini TF Big Bore PET/CT
Scanner. EMC will obtain the radiopharmaceutical agents needed for the PET
Scanner though a provider agreement with Triad Isotopes, Inc.

Need

e The proposed PET/CT unit fills an essential gap in diagnostic capability in
a number of service lines at EMC including neurosciences and oncology

e EMC’s stroke program is recognized as a leading program in the nation
and a top epileptologist* was recently recruited

¢ EMC is the only provider in a 100 mile radius of Cyberknife services, a
tool for non-invasive surgery of tumors. A PET/CT would aid in
diagnosis, assessment, and planning to ensure the treatment plan is
progressing to advance and improve patient outcomes

e EMC offers the only 340B** pharmacy program in the region because of its
disproportionate share of low income patients, which includes the
provision of chemotherapeutic drugs

e EMC is the safety net hospital for Southeast Tennessee

e EMC presents a use rate methodology in the first supplemental response
which suggests that the PET use rate in the service area is 9% lower than
the state overall

e In the first supplemental response EMC also provide a methodology
based on select disease incidence and prevalence indicating there is a need
for 983 PET scans

Note to Agency members: *An epileptologist is a neurologist that specializes in
the treatment of epilepsy.

** According to the US Department of Health and Human Services, Health
Resources and Services Administration (HRSA) website, nonprofit health care
organizations that have certain Federal designations or receive funding from
specific Federal programs are eligible organizations (covered entities) that can
register, be enrolled and purchase discounted drugs through the 340B Program.
These include Federally Qualified Health Centers, Ryan White HIV/AIDS
Program grantees, and certain types of hospitals and specialized clinics.
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An overview of the project is provided on pages 11-13 of the original application

with corrections on pages 2-6 of the first supplemental response.
The applicant seeks to initiate the PET/CT service in October 2014.

Ownership

EMC is owned by the Chattanooga-Hamilton County Hospital Authority. EMC
is part of Erlanger Health System, which has 788 licensed beds in Hamilton
County. The components of Erlanger Health System includes Erlanger Medical
Center (567 licensed beds) and Children’s Hospital @ Erlanger (121 licensed
beds) on the main campus; Erlanger East Hospital (43 licensed beds) on the East
Campus and Erlanger North Hospital (57 licensed beds) on the North Campus.
In addition to the hospitals in Hamilton County, Erlanger Health System
includes Erlanger Bledsoe (25 licensed beds) in Bledsoe County.

Facility Information

e The PET Scanner will be placed in the Erlanger Medical Mall, which is on
the main campus of Erlanger Health System. The Medical Mall currently
offers CT, ultrasound, nuclear medicine, mammography, general
radiology and x-ray services. A floor plan drawing is included in on page
A-20 of the original application.

e The Joint Annual Report for 2012-Provisional indicates that EMC which
includes the Children’s Hospital is licensed for 688 beds (initially reported
as 690 beds and since corrected) and staffed 491 beds. Licensed bed
occupancy was 54.8% and staffed bed occupancy was 77.0%.

The following provides the Department of Health’s definition of the two bed
categories pertaining to occupancy information provided in the Joint Annual
Reports:

o Licensed Beds - The maximum number of beds authorized by the appropriate state
licensing (certifying) agency or regulated by a federal agency. This figure is
broken down into adult and pediatric beds and licensed bassinets (neonatal
intensive or intermediate care bassinets).

o Staffed Beds - The total number of adult and pediatric beds set up, staffed and in
use at the end of the reporting period. This number should be less than or equal to
the number of licensed beds.

Service Area Demographics

EMC’s declared service area includes a primary service area of Hamilton County
and a secondary service area that includes: Bledsoe, Bradley, Grundy, Marion,
McMinn, Meigs, Polk, and Sequatchie Counties.
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e The total population of the primary service area is estimated at 345,447
residents in calendar year (CY) 2013 increasing by approximately 2.0% to
352,2340 residents in CY 2017.

The total population of the secondary service area is estimated at 286,241
residents in calendar year (CY) 2013 increasing by approximately 2.9% to
294,557 residents in CY 2017.

e The overall statewide population is projected to grow by 3.7% from 2013
to 2017.

The latest 2013 percentage of the proposed primary service area
population enrolled in the TennCare program is approximately 15.8%, in
the secondary service area 20.6% as compared to the statewide
enrollment proportion of 18.4%.

Source: The University of Tennessee Center for Business and Economic Research
Population Projection Data Files, Reassembled by the Tennessee Department of Health,
Drivision of Policy, Planning and Assessment, Office of Health Statistics.
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Service Area Historical Utilization

PET Utilization Trends by Provider in the Service Area

2010 2011 2012 | ‘1012 2012
County | Provider Fixed | Mobile Procs. | Procs. | Procs | % change | % of
Units | units Standard*
(days/wk.)

Bradley | Cleveland
Radiology | 1(3) 537 530  [398 |-25.9% 33.2%
Associates
(CRA)

Hamilton | Chattanooga | 4 0 619 |519 |57 |-149% 26.4%
Imaging East

Hamilton | Diagnostic
PET/CT of|1 0 1,331 | 1,225 |1,179 | -114% 59.0%
Chattanooga

Hamilton fiMemorial | 4 0 041 [90a |720 |-235% 36.0%
Hospital

McMinn | Athens Reg.
Medical 0 1(1) 158 187 180 | +13.9% 45.0%
Center

Rhea CRA/ Rhea
Medical 0 1(0.5) 46 43 43 -6.5% 21.6%
SEnter e

TOTAL “fﬁﬁ%_ i 3 3 (4.5) 3,632 |3,408 |3,047 | -16.1% 39.1%

*The State Health Plan Certificate of Need PET Standards and Criteria states that “A
need likely exists for one additional stationary PET unit in a service area when the
combined average utilization of existing PET service providers is at or above 80% of the
total capacity of 2,000 procedures during the most recent twelve-month period reflected
in the provider medical equipment report maintained by the HSDA i
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The chart above indicates that PET utilization is declining in the service
area.
One provider experienced an increase in utilization between 2010 and
2012, Athens Regional Medical Center, which utilizes a mobile PET
Scanner one day per week.
The other 5 PET providers experienced a decline in utilization during this
time period ranging from 6.5% at CRA/Rhea Medical Center operating a
mobile scanner one-half day per week to 25.9% at CRA in Bradley County
operating a mobile PET service 3 days per week.
Overall, PET utilization in the service area declined 16.1% between 2010
and 2012.
None of the existing PET providers in the service area are operating above
the 80% standard needed to justify an additional PET unit.

PET Market Share by Facility by County

County CRA | Chatt. Diag. Memorial | Athens | CRA/Rhea | Other | Total
Imaging | PET/CT Reg. County
East Patients
Bledsoe 0% 22.5% 32.5% | 5.0% 0% 2.5% 37.5% | 40
Bradley 59.5% [12.1% 13.2% | 9.9% 0% 0% 53% | 454
Grundy 0 10.9% 16.4% | 3.6% 0% 0% 68.1% | 55
Hamilton | 0.3% |22.0% 429% | 30.8% 0% 0.2% 39% |[1,294
McMinn | 6.2% |1.8% 6.2% 1.8% 281% | 0% 55.9% | 338
Marion 0% 15.1% 585% |23.7% 0% 0% 2.6% |152
Meigs 0% 1.5% 11.9% |6.0% 6.0% 0% 68.7% | 67
Polk 60.3% | 8.7% 10.3% | 24% 11.9% | 0% 6.4% |126
Rhea 6.2% |14.5% 28.6% |14.1% 9.7% 17.2% 9.7% | 227
Sequatchie | 0% 7.4% 65.4% |19.8% 0% 0% 74% |81
TOTAL 13.7% | 15.3% 31.3% 19.2% 4.8% 1.5% 14.2% | 2,834

Source: HSDA Equipment Registry

The chart above reflects the following:

CRA has PET market share of approximately 60% in Bradley and Polk
Counties.

Chattanooga Imaging East has market share in excess of 20% in Bledsoe
and Hamilton Counties

Diagnostic PET/CT of Chattanooga has market share in excess of 20% in
Bledsoe, Hamilton, Marion, Rhea, and Sequatchie Counties

Chattanooga - Hamilton County Hospital Authority
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e Memorial has market share of approximately 20% in Sequatchie County
and greater than 20% in Hamilton and Marion Counties.
e Athens Regional has greater than 20% market share in McMinn County
o CRA/Rhea has its greatest market share of 17.2% in Rhea County
e Other providers located outside the service area have significant market
share in Bledsoe County (37.5%), Grundy County (68.1%), McMinn
County (55.9%), and Meigs County (68.7%)
o The majority of Bledsoe County residents seeking PET services
outside the service area in 2012 went to Cumberland Medical
Center in Cumberland County
o The majority of Grundy County residents seeking PET services
outside the service area went to the Tennessee PET Scan Center in
Rutherford County
o The majority of McMinn County residents seeking PET services
outside the service area went to PET providers in Knox County
o The majority of Meigs County residents seeking PET services
outside the service area went to PET providers in Knox County
e The provider with the greatest market share in the service area overall in
2012 was Diagnostic PET/CT of Chattanooga with 31.3% followed by

Memorial Hospital with 19.2%.

Service Area Dependence

Provider Service Area | Total % Service Area
Patients Patients Dependence
Cleveland Radiology 0
Associates (CRA) . . 99.7%
Chattanooga Imaging East | 434 447 97.1%
Diagnostic PET/CT of 886 900 98.4%
Chattanooga
Memorial Hospital 545 548 99.5%
Athens Reg. Medical 136 180 75 6%
Center
CRA/ Rhea Medical 42 43 97 7%

Center

Chattanooga - Hamilton County Hospital Authority
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The chart above reflects the following:

e Except for Athens Regional Medical Center which is over 75% dependent
on service area patients for its PET service utilization, the other 5 service
area providers were all over 97% dependent on service area residents for
their PET utilization.

Applicant’s Projected Utilization

e Based on the incidence and prevalence of epilepsy, Parkinson’s,
Huntington’s, Alzheimer’s, lung cancer, other cancer, and cardiac, the
applicant estimates a need for 3,850 PET scans in the service area

e The applicant projects to perform 1,055 PET scans during the first year of
operation, 1,330 PET scans during the second year of operation, and 1,604
PET scans in the third year of operation. The utilization standard for PET
in the State Health Plan is 1,600 PET scans annually.

Project Cost
Major costs are:
e PET Scanner cost of purchase plus maintenance contract of $3,324,276 or
77.2% of total cost
e The other major cost is construction plus contingencies of $771,885 or
17.9% of the total cost
o For other details on Project Cost, see the Project Cost Chart in the original
application

Historical Data Chart

o According to the Historical Data Chart Erlanger Medical Center
experienced net operating losses in each of the three most recent years
reported: ($12,419,410) for 2010; ($12,014,326) for 2011; and ($26,760,089)
for 2012.

e When asked by HSDA staff about the financial viability of the proposed
project, the applicant responded in the first supplemental response that
when eliminating non-cash expenses such as depreciation and
amortization, the cash flow for the last three years was $14,526,3892 in
2010; $13,785,288 in 2011; and ($190,711) in 2012.

Projected Data Chart

The Projected Data Chart for the PET service reflects $5,570,607 in total gross
revenue on 1,055 procedures during the first year of operation and $7,369,914 on
1,329 procedures in Year Two. The Projected Data Chart reflects the following;:

Chattanooga - Hamilton County Hospital Authority
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o Net operating income less capital expenditures for the applicant will equal
$550,270 in Year One increasing to $583,911 in Year Two.

e Net operating revenue after bad debt, charity care, and contractual
adjustments is expected to reach $1,316,066 or approximately 23.6% of
total gross revenue in Year One

e Gross operating margin is expected to be 9.9% in Year 1 and 7.9% in Year
2.

Charges
In Year One of the proposed project, the average charge per procedure
information is as follows:

e The proposed average gross charge per procedure is $5,280; however the
net charge per procedure is $1,247.

e The average gross charge per procedure for the existing PET providers in
the service area that reported charge information in 2012 included $2,754
for Diagnostic PET/CT of Chattanooga, $5,245 for Athens Regional
Medical Center, and $5,295 for Memorial Hospital '

Medicare/TennCare Payor Mix

Medicare/ TennCare payor mix information for 2012 for service area PET
providers that provided charge information to the HSDA Equipment Registry,
compared to EMC’s projected payor mix in Year 1 after project completion is
presented in the table below:

Provider Medicare TennCare Tenn
Revenue Medicare | /Medicaid | Care/
as a % of | Revenue Medi
Total caid
asa%
of
Total
Diagnostic PET/CT of | $1,739,513 53.6% $159,040 4.9%
Chattanooga
Memorial Hospital $2,328,626 61.1% $111,117 2.9%
Athens Regional Medical $503,273 53.3% $125,753 13.3%
Center
Erlanger Medical Center $2,787,944 50.0% 781,469 14.0%
(Year 1) B
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Financing
A July 9, 2013 letter from J. Britton Tabor, Chief Financial Officer of Erlanger
confirms the applicant has sufficient cash reserves to finance the proposed
project.

Erlanger’s unaudited interim financial statements dated May 31, 2013 report
$29,637,443 in cash and temporary investments, total current assets of
$142,181,852, total current liabilities of $71,621,918 and a current ratio of 1.99:1.
Erlanger’s audited financial statements dated June 30, 2012 reported $27,820,469
in cash and cash equivalents, total current assets of $155,862,106, total current
liabilities of $66,925,855 and a current ratio of 2.33:1.

Current ratio is a measure of liquidity and is the ratio of current assets to current
liabilities which measures the ability of an entity to cover its current liabilities
with its existing current assets. A ratio of 1:1 would be required to have the
minimum amount of assets needed to cover current liabilities.

Staffing

The applicant’s proposed staffing for the PET/CT service is 1.5 FTEs radiological
technologists with professional certification as a Certified Nuclear Medicine
Technologist.

Licensure/Accreditation
EMC is licensed by the Tennessee Department of Health, Division of Health Care

Facilities.

EMC is accredited by The Joint Commission.

Corporate documentation, real estate deed information, FDA Equipment Approval
Letter, equipment quote, and radiopharmaceutical provider agreement are on file at the

Agency office and will be available at the Agency meeting.

Should the Agency vote to approve this project, the CON would expire in three
years.

CERTIFICATE OF NEED INFORMATION FOR THE APPLICANT

There are no other Letters of Intent, denied applications, or outstanding
Certificates of Need for this applicant.

Chattanooga - Hamilton County Hospital Authority
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Outstanding Certificates of Need:

Erlanger Bledsoe Hospital, CN1209-044A, has an outstanding Certificate of
Need that will expire on March 1, 2016. The CON was approved at the January
23, 2013 Agency meeting for the development of a satellite emergency
department. The estimated project cost is $1,816,347.00. Project Status Update: An
update submitted by a representative of Erlanger on 10/1/2013 indicated that approval
from CMS had expired concurrent with approval of the CON...it was good for a year
from original issuance. Erlanger filed a new/complete attestation with CMS and has
recently received approval. Erlanger is currently in process of fine tuning plans and
equipment requirements and negotiating with ED physicians on coverage. With the
updated CMS approval in hand, Erlanger expects to move forward with full
implementation in the next 60 days or so. No issues are expected with respect to cost or
project scope. It is expected that the project will be completed on schedule.

Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger Medical
Center, CN1207-034A, has an outstanding Certificate of Need that will expire
December 1, 2015. The CON was approved at the October 24, 2012 Agency
meeting for the renovation, upgrade and modernization of adult operating
rooms, including the addition of four (4) new operating rooms. No other health
care services will be initiated or discontinued. The estimated project cost is
$21,725,467.00. Project Status Update: An update submitted by a representative of
Erlanger on 10/1/2013 indicated this project has been under continuous construction
since receipt of the CON, with several phases of work completed to date. The project is on
schedule. No issues have impacted the scope or cost. It is expected that the project will be
completed on schedule and within the defined budget.

Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger East, CN
0405-047AFE, has an outstanding Certificate of Need that, following three
modifications for extension of the time, will expire on December 1, 2014. The
CON was approved at the October 27, 2004 Agency meeting for the construction
of a new four (4) story patient tower and other ancillary space: transfer of
seventy-nine (79) beds from the main Erlanger campus to the east campus:
initiation of cardiac catheterization and acquisition of a magnetic resonance
imaging (MRI) scanner. This project will decrease the main campus beds from
703 to 624 licensed beds and increase the east campus beds from 28 to 107
licensed beds. The estimated project cost is $68,725,321.00. Project Status Update:

An update submitted by a representative of Erlanger on 10/1/2013 indicated that the new
emergency department was recently completed and opened. The design of the bed
addition has been completed. It is expected that construction of the next phase will begin
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in short order. “There have been no issues or changes with the scope of work or budget

and expect to complete the project as scheduled.

Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger North
Hospital CN1012-056A, has an outstanding Certificate of Need that will expire
on November 1, 2014. The CON was approved at the March 23, 2011 Agency
meeting for the establishment of a nursing home and conversion of thirty (30)
acute care beds to thirty (30) skilled nursing beds. The estimated project cost is
$1,477,052.00.  Project Status Update: The Agency approved an eighteen month
extension for this application at its March 27, 2013 meeting. Additionally a change of
ownership to Standifer Place and a new affiliate organization, Mature Care Transitional
Unit, LLC, was approved. An update submitted by a representative of Erlanger on
10/1/2013 indicated that the extension was requested so that their partner could finalize
corporate organization filings and related documents. This has been an ongoing process;
however, it is expected that documents will be finalized in the next several weeks and
move forward with implementation as proposed. No issues on scope of project or cost are
currently anticipated.

CERTIFICATE OF NEED INFORMATION FOR OTHER SERVICE AREA
FACILITIES:

There are no other Letters of Intent, denied or pending applications, or
outstanding Certificates of Need for other health care organizations in the service
area proposing this type of service.

PLEASE REFER TO THE REPORT BY THE DEPARTMENT OF HEALTH,
DIVISION OF HEALTH STATISTICS, FOR A DETAILED ANALYSIS OF
THE STATUTORY CRITERIA OF NEED, ECONOMIC FEASIBILITY, AND
CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTH CARE
IN THE AREA FOR THIS PROJECT. THAT REPORT IS ATTACHED TO
THIS SUMMARY IMMEDIATELY FOLLOWING THE COLOR DIVIDER
PAGE.

MAF
10/3/2013

Chattanooga - Hamilton County Hospital Authority
b/b/a Erlanger Health System
CN1307-027
October 23, 2013
PAGE 18
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LETTER OF INTENT
TENNESSEE HEALTH SERVICES & DEVELOPMENT AGENCY
o . o 3. 10 An 8. 10
The Publication of Intent is to be published in the Chattanooga Ti ree Press, which is a newspaper
of general circulation in Hamilton County, Tennessee, on or before July 10, 2013, for one day.

This is to provide official notice to the Health Services & Development Agency and all interested
parties, in accordance with T.C.A. §68-11-1601 ef. seq., and the Rules of the Health Services &
Development Agency, that Erlanger Medical Center, owned by the Chattanooga-Hamilton County

Hospital Authority D/B/A Erlanger Health System, with an ownership type of governmental, and to be
managed by itself, intends to file an application for a Certificate of Need for a Positron Emission

Tomography / Computed Tomography (PET/CT) Scanner. No other health care services will be
initiated or discontinued.

The facility and equipment will be located in Erlanger Medical Center, at 975 East 3™ Street,
Chattanooga, Hamilton County, Tennessee 37403. The total project cost is estimated to be $
4,540,471.00.

The anticipated date of filing the application is July 15, 2013.

The contact person for this project is Joseph M. Winick, Sr. Vice President, Erlanger Health System,
975 East 3™ Street, Chattanooga, Tennessee 37403, and by phone at (423) 778-7274.

_ July9,2013 Joseph. Winick@erlanger.org
. Winick Date: E-Mail:

The Letter Of Intent must be filed in triplicate and received between the first and the tenth day of the month. If the
last day for filing is a Saturday, Sunday or State Holiday, filing must occur on the preceding business day. File this
form at the following address:

Health Services & Development Agency
Andrew Jackson Building
500 Deaderick Street, Suite 850
Nashville, Tennessee 37243

The published Letter Of Intent must contain the following statement pursuant to T.C.A. §68-11-1607(c)(1): (A) Any
health care institution wishing to oppose a Certificate of Need application must file a written notice with the Health
Services and Development Agency no later than fifteen (15) days before the regularly scheduled Health Services and
Development Agency meeting at which the application is originally scheduled; and (B) Any other person wishing to
oppose the application must file written objection with the Health Services and Development Agency at or prior to
the consideration of the application by the Agency.




ORIGINAL
APPLICATION
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o3 JUL 15 an 9 22

CERTIFICATE OF NEED APPLICATION

Chattanooga-Hamilton County Hospital Authority
D/B/ A

Erlanger Medical Center

Application For

Positron Emission Tomography / Computed Tomography

ERLANGER HEALTH SYSTEM
Chattanooga, Tennessee
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Section A

APPLICANT PROFILE

Erlanger Medical Center —PET / CT
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Section A: APPLICANT PROFILE

Please enter all Section A responses on this form. All
gquestions must be answered. If an item does not apply, please
indicate “N/A”. Attach appropriate documentation as an Appendix
at the end of the application and reference the applicable item
Number on the attachement.

1. Name of Facility, Agency, or Institution.

Chattanooga-Hamilton County Hospital Authority
D/ B/A

Erlanger Medical Center

975 East 3*¢ Street

Hamilton County

Chattanooga, TN 37403

2. Contact Person Available For Responses To Questions.

Joseph M. Winick, SVP - Strategic Planning
'Erlanger Health System
975 East 3% Street
Chattanooga, TN 37403
(423) 778-8088
(423) 778-8068 -- FAX
Joseph.Winick@erlanger.org -- E-Mail

3. Owner of the Facility, Agency, or Institution.

Chattanooga -~ Hamilton County Hospital Authority
D/ B /A

Erlanger Health System

975 East 3" Street

Hamilton County

Chattanooga, TN 37403

4. Type of Ownership or Control.

Sole Proprietorship
Partnership

Limited Partnership
Corporation {(For Profit)
Corporation (Not-for-Profit)
Governmental (State of TN or Political Subdivision) X

i

0 EO QW

Erlanger Medical Center — PET / CT
CON Application — Page 3 7/12/2013 11:54:16 AM
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G. Joint Venture
H. Limited Liability Company
I Other (Specify)

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER
AND REFERENCE THE APPLICABLE ITEM NUMBER ON ALL
ATTACHMENTS.

-- A copy of the enabling legislation along with
a copy of the certification by the Tennessee
Secretary of State is attached at the end of

this Application.

-— Please note that Erlanger Health System is a
single legal entity and Erlanger Medical
Center is an administrative unit of
Erlanger Health System. Therefore, an
ownership structure organizational chart is
not applicable.

5. Name of Management / Operating Entity (if applicable).

Chattanooga-Hamilton County Hospital Authority
D/ B/ A

Erlanger Health System

975 East 3" Street

Hamilton County

Chattanooga, TN 37403

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER
AND REFERENCE THE APPLICABLE ITEM NUMBER ON ALL
ATTACHMENTS.

6. Legal Interest in the Site of the Institution
(Check One)

Ownership X
Option to Purchase
Lease of Years
Option to Lease
Other (Specify)

OoQw >

il

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER
AND REFERENCE THE APPLICABLE ITEM NUMBER ON ALL

ATTACHMENTS.

Erlanger Medical Center — PET / CT
CON Application — Page 4 71272013 11:54:16 AM
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7. Type of Institution
(Check as appropriate — more than one
response may apply)

A. Hospital (Specify) X
; General Medical/Surgical

Ambulatory Surgical Treatment Center
(ASTC), Multi-Specialty

ASTC, Single Specialty

Home Health Agency

Hospice

Mental Health Hospital

Mental Health Residential Treatment
Facility

Mental Health Institutional Habilitation
Facility (ICF/MR)

Nursing Home

Outpatient Diagnostic Center

Recuperation Center

Rehabililaltion Facility

Residential Hospice

Non-Residential Methadone Facility

Birthing Center

Other Outpatient Facility (Specify)

Q= 3O vy,

a5

WO 2 RgH

Other (Specify)

@)

8. Purpose of Review
(Circle Letter(s) as appropriate — more than one
response may apply)

New Institution o
Replacement/Existing Facility
Modification/Existing Facility X
Initiation of Significant Health
Care Service As Defined In TCA
§ 68-11-1607(4) (Specify)

O QW

|

(Specify)
Discontinuance of OB Services
Acquisition of Equipment X
Change in Beds
[Please note the type of change by underlining
the appropriate response:

T Q)

Erlanger Medical Center — PET / CT
CON Application — Page 5 7/12/2013 11:54:16 AM
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Increase, Decrease, Designation,
Distribution, Conversion, Relocation]

I. Change of Location
J. Other (Specify) )

9. Bed Complement Data
Please indicate current and proposed distribution
and certification of facility beds.

TOTAL
Licensed (*) CON Staffed Beds Beds at
Beds Beds Beds Proposed Completion

Medical 251 251
Surgical 200 200
Long-Term Care Hospital
Obstetrical 40 40
ICU/CCU 76 76
Neonatal
Pediatric
Adult Psychiatric
Geriatric Psychiatric
Child / Adolescent Psychiatric
Rehabilitation '
Nursing Facility (non'— Medicaid Certified)
Nursing Facility Level 1 (Medicaid only)
Nursing Facility Level 2 (Medicare only)

Nursing Facility Level 2
(dually certified Medicaid / Medicare )

ICF /MR
Adult Chemical Dependency
Child and Adolescent Chemical

Dependency
Swing Beds
Mental Health Residential Treatment
Residential Hospice

TOTAL 567 567

(*) CON Beds approved but not yet in service.

FOW OZZIASCEOMEUQOWR

cH®

10. Medicare Provider Number 1639264575

Certification Type General Acute Care

Erlanger Medical Center — PET / CT
CON Application — Page 6 7/12/2013 11:54:16 AM
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1l. Medicaid Provider Number 1639264575

Certification Type General Acute Care

** Please note that the same NPI number for Medicare
has been shown for Medicaid as well. This is because
the individual TennCare MCO's each assign their own
particular provider ID numbers.

** Please note that the Medicare provider number shown
above is for Erlanger Medical Center only.

12. If this is a new facility, will certification be
sought for Medicare and / or Medicaid ?

Yes No

Response

While Erlanger Medical Center is not a new facility, it is
an administrative unit of Erlanger Health System, which
currently participates in both the Medicare and Medicaid
programs.

13. Identify all TennCare Managed Care Organizations /
Behavioral Health Organizations (MCO’s/BHO’s)
operating in the proposed service area. Will
this project involve the treatment of TennCare
participants ? Yes @ If the response to this
item is yes, please identify all MCO’s/BHO’s with
which the applicant has constracted or plans to
contract.

Discuss any out-of-network relationships in place
with MCO’s/BHO’s in the area.

Response

The applicant currently has contracts with the
following entities.

A. TennCare Managed Care Organizations

-— BlueCare

Erlanger Medical Center — PET / CT
CON Application — Page 7 7/12/2013 11:54:16 AM
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—-— TennCare Select

—— United Healthcare Community Plan
(Children’s Medical Services under age 21 &
High Risk Maternity Only)

-— AmeriGroup Community Care
B. Georgia Medicaid Managed Care Organizations

-— AmeriGroup Community Care
-— Peach State Health Plan
-- WellCare Of Georgia

C. Commercial Managed Care Organizations

—— Blue Cross / Blue Shield of Tennessee
- Blue Preferred
-~ Blue Select
~ Blue CoverTN
- Cover Kids (via Blue Select)
— AccessTN (via Blue Select)
- Blue Advantage
-— Blue Cross of Georgia (HMO & Indemnity)
-— Bluegrass Family Health, Inc.

(includes Signature Health Alliance)
—-= CIGNA Healthcare of Tennessee, Inc.

—— UNITED Healthcare of Tennessee, Inc.
(Commercial & Medicare Advantage)

—— Aetna Health

—— Health Value Management D/B/A Choice Care
Network (Commercial & Medicare Advantage)

—— HUMANA (Commercial & Medicare Advantage)

—-- HUMANA Military

—-— HealthSpring (Commercial & Medicare Advantage)

—-— Windsor Health Plan (Medicare Advantage)

—— Olympus Managed Health Care, Inc.

D. Alliances
—— Health One Alliance

E. Networks

—— Multi-Plan (includes Beech Street & PHCS)
-—- MCS Patient Centered Healthcare

-—~ National Provider Network

—-— NovalNet

-— USA Managed Care Corp.

-— MedCost

Erlanger Medical Center — PET / CT
CON Application — Page 8 7/12/2013 11:54:16 AM
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-— Alliant Health Plan

-— Crescent Preferred Provider Organization
-—- Evolutions Healthcare System

-— Prime Health Resources

-— Three Rivers Provider Network

-— Galaxy Health Network

-— First Health Network

-— Integrated Health Plan

-— Logicomp Business Solutions, Inc.

—— HealthSCOPE Benefits, Inc.

—-— HealthCHOICE (Oklahoma State & Education Employees

Group Insurance Board)
Other

-— Not Applicable.

PET/CT
7/12/2013 11:54:16 AM
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Section B

PROJECT DESCRIPTION

Erlanger Medical Center - PET / CT
CON Application — Page 10 7/12/2013 11:54:16 AM
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Section B: PROJECT DESCRIPTION

Please answer all questions on 8 %" x 11” white paper, clearly
typed and spaced, identified correctly and in the correct
sequence. In answering, please type the question and the
response. All exhibits and tables must be attached to the end
of the application in correct sequence identifying the
question(s) to which they refer. If a particular question does
not apply to your project, indicate “Not Applicable (NA)” after
that question.

I, Provide a brief executive summary of the project not
to exceed two pages. Topics to be included in the
executive summary are a brief description of proposed
services and equipment, ownership structure, service
area, need, existing resources, project cost, funding,
financial feasibility and staffing.

Response

Erlanger Medical Center (hereinafter “EMC”) seeks CON
approval to acquire a Positron Emission Tomography / Computed
Tomography Scanner (“PET/CT”). Our cost estimate of $ 4,540,471
is for a “big bore” PET/CT unit. The cost of this project will
be funded through continuing operations. Associated staffing
will be 1.5 FTE’s.

The proposed PET/CT unit fills an essential gap in
diagnostic capability in a number of service lines at Erlanger
including neurosciences and oncology. In these services,
Erlanger already provides clinical leadership that is recognized
in the region and beyond. In neurosciences, for example, the
stroke program at Erlanger is recognized as one of the leading
programs of its kind in the nation. Volume of patients served
places it at the top of the list nationally. Erlanger has
recently recruited a top epileptologist to supplement its deep
expertise. Many patients who suffer from strokes also have
seizures where the PET/CT can serve to gain further insight to
causes, identifying potential opportunities for surgical
interventicn and improved outcomes for those served. Similarly
for oncology patients, Erlanger already offers a comprehensive
program, including the only Cyberknife in a 100 mile radius
utilized for non-invasive surgery of tumors. Here again, the
PET/CT can aid in diagnosis, assessment and planning to ensure
the treatment plan is progressing to advance and improve patient :

outcomes.

Erlanger Medical Center —- PET / CT
CON Application — Page 11 7/12/2013 11:54:16 AM
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Other initiatives like the 340B pharmacy program, only
available at Erlanger because of its disproportionate share of
low income patients, serves to make needed chemotherapeutic
drugs available to those who would not otherwise have access to
life sustaining medications. Affordability is an important
ingredient in insuring access for those in need. The PET/CT is
an essential diagnostic tool that will serve to advance the
quality of care provided particularly for the under served who
might otherwise not have access to this vital technology.

As the safety net hospital in Southeast Tennessee, it 1is
vital that EMC enhance and update its facilities to provide the
best imaging services available for the communities we serve.

As an academic medical center affiliated with the University of
Tennessee College of Medicine, which is co-located on the
Erlanger campus, Erlanger seeks to provide appropriate
facilities so as to enhance the training and education of
medical residents and fellows as well as other health
professionals. Updating facilities also means planning for
tomorrow with regard to PET/CT services for the regional service
area, ensuring that the needs of the uninsured and/or low income

population are being met.

In evaluating the utilization of PET scan units in
Southeast Tennessee compared to the entire State of Tennessee
there appears to be a significant disparity. Following is
comparison of the PET/CT use rate per capita. As may be seen,
the population of Southeast Tennessee is under served in terms

of PET utilization by 29.4% in 2009, 21.3% in 2010 and 25.2% in
2011.
===== CY 2011 ===== ===== CY 2010 ===== ===== CY 2009 =====
No. Of Total No. Of Total No. Of Total
PET Units Scans PET Units Scans PET Units Scans
Population - Tennessee 6,387,600 6,335,316 6,283,032
Totals - Tennessee 33.8 36,460 34.0 37,763 33.6 41,414

Mean Avg. - Per Capita

Population - Svec Area
Totals - Sve Area
Mean Avg. - Per Capita

Use Rate Disparity - Per Capita
Use Rate Disparity - %

0.00000529 0.00570793

620,231
3.0 2,648
0.00000484 0.00426938

-0.00143856
-25.2%

0.00000537 0.00596071

616,083
3.0 2,891
0.00000487 0.00469255

-0.00126816
-21.3%

0.00000535 0.00659140

611,935
3.0 2,849
0.00000490 0.00465572

-0.00193568
-29.4%

The service area for the PET/CT service is Southeast

Tennessee. There are three (3) other PET/CT units located

Erlanger Medical Center — PET / CT

CON Application — Page 12 7/12/2013 11:54:16 AM
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within the ten (10) county service area in Southeast Tennessee.
However, it should be noted that Erlanger attracts patients from
a much wider geography including Alabama, Georgia and North
Carolina. 1In fact, Erlanger has transfer agreements with a
total of 92 facilities including more than 40 hospitals.

IT. Provide a detailed narrative of the project by
addressing the following items as they relate to the
proposal.

A, Describe the construction, modification and / or
renovation to the facility (exclusive of major
medical equipment covered by T.C.A. section
68~11-1601 et seq.) including square footage,
major operational areas, room configuration, etc.
Applicants with hospital projects (construction
cost in excess of $ 5 million) and other facility
projects (construction cost in excess of
$ 2 million) should complete the Square Footage
And Cost Per Square Foot Chart. Utilizing the
attached Chart, applicants with hospital projects
should complete Parts A.-E. by identifying as
applicable nursing units, ancillary areas, and
support areas affected by this project. Provide
the location of the unit/service within the
existing facility along with current square
footage, where, if any, the unit/service will
relocate temporarily during construction and
renovation, and then the location of the
unit/service with proposed square footage. The
total cost per square foot should provide a
breakout between new construction and renovation
cost per square foot. Other facility projects
need only complete Part B.-E. Please also
discuss and justify the cost per square foot for
this project.

If the project involves none of the above
describe the development of the proposal.

Response

The PET/CT unit will be placed in the existing Outpatient
Imaging Dept., Nuclear Medicine area. Due to the weight of the
scanner the floor and structural supports will have to be
reinforced. There will not be any new construction. Some

Erlanger Medical Center — PET / CT
CON Application — Page 13 7/12/2013 11:54:16 AM
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renovation is necessary to provide space for the control room
and other support spaces. The area to be renovated totals 1,858
SF and the construction cost including contingency is $ 529, 698;
which yields a cost per SF of $ 285.09.

B. Identify the number of beds increased, decreased,
converted, relocated, designated, and/or distributed
by this application. Describe the reasons for change
in bed allocations and describe the impact the bed
change will have on the existing services.

Response

** Not applicable.

Square Footage & Cost Per Square Foot Chart

The Square Footage & Cost Per Square Foot Chart is attached
at the end of this application.

C. As the applicant, describe your need to provide
the following healthcare services (if applicable
to this application):

1. Adult Psychiatric Services , N/A
2. Alcohol and Drug Treatment for

Adolescents (exceeding 28 days) N/A
3 Birthing Center N/A
4. Burn Units N/A
5. Cardiac Catheterization Services N/A
6 Child and Adolescent Psychiatric Services N/A
i Extracorporeal Lithotripsy N/A
8. Home Health Services N/A
9. Hospice Services N/A
10. Residential Hospice N/A
11. ICF/MR Services N/A
12. Long-Term Care Services N/A
13. Magnetic Resonance Imaging (MRI) N/A
14. Mental Health Residential Treatment N/A
15. Neonatal Intensive Care Unit N/A
l6. Non-Residential Methadone Treatment Centers N/A
17. Open Heart Surgery N/A
18. Positron Emission Tomography X
19. Radiation Therapy/Linear Accelerator N/A

Erlanger Medical Center — PET / CT
CON Application — Page 14 7/12/2013 11:54:16 AM
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20. Rehabilitation Services N/A
21. Swing Beds _ N/A
Response

The proposed PET/CT unit fills an essential gap in
diagnostic capability in a number of service lines at Erlanger
including neurosciences and oncology. In these services,
Erlanger already provides clinical leadership that is recognized
in the region and beyond. In neurosciences, for example, the
stroke program at Erlanger is recognized as one of the leading
programs of its kind in the nation. Volume of patients served
places it at the top of the list nationally. Erlanger has
recently recruited a top epileptologist to supplement its deep
expertise. Many patients who suffer from strokes also have
seizures where the PET/CT can serve to gain further insight to
causes, identifying potential opportunities for surgical
intervention and improved outcomes for those served. Similarly
for oncology patients, Erlanger already offers a comprehensive
program, including the only Cyberknife in a 100 mile radius
utilized for non-invasive surgery of tumors. Here again, the
PET/CT can aid in diagnosis, assessment and planning to ensure
the treatment plan is progressing to advance and improve patient

outcomes.

Other initiatives like the 340B pharmacy program, only
available at Erlanger because of its disproportionate share of
low income patients, serves to make needed chemotherapeutic
drugs available to those who would not otherwise have access to
life sustaining medications. Affordability is an important
ingredient in insuring access for those in need. The PET/CT is
an essential diagnostic tool that will serve to advance the
quality of care provided particularly for the under served who
might otherwise not have access to this vital technology.

As the safety net hospital in Southeast Tennessee, it is
vital that EMC enhance and update its facilities to provide the
best imaging services available for the communities we serve.

As an academic medical center affiliated with the University of
Tennessee College of Medicine, which is co-located on the
Erlanger campus, Erlanger seeks to provide appropriate
facilities so as to enhance the training and education of
medical residents and fellows as well as other health
professionals. Updating facilities also means planning for
tomorrow with regard to PET/CT services for the regional service
area, ensuring that the needs of the uninsured and/or low income

population are being met.

Erlanger Medical Center — PET / CT
CON Application — Page 15 7/12/2013 11:54:16 AM
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In evaluating the utilization of PET scan units in
Southeast Tennessee compared to the entire State of Tennessee
there appears to be a significant disparity. Following is
comparison of the PET/CT use rate per capita. As may be seen,
it shows that the population of Southeast Tennessee, is under
served in terms of PET utilization by 29.4% in 2009, 21.3% in
2010 and 25.2% in 2011.

===== CY 2011 ===== ===== CY 2010 ===== z==== CY 2009 =====
No. Of Total No. Of Total No. Of Total
PET Units Scans PET Units Scans PET Units Scans
Population - Tennessee 6,387,600 6,335,316 6,283,032
Totals - Tennessee 33.8 36,460 34.0 37,763 33.6 41,414

Mean Avyg. - Per Capita 0.00000529 0.00570793 0.00000537 0.00596071 0.00000535 0.00659140

Population - Svc Area 620,231 616,083 611,935
Totals - Sve Area 3.0 2,648 3.0 2,891 3.0 2,849
Mean Avg. - Per Capita 0.00000484 0.00426938 0.00000487 0.00469255 0.00000490 0.00465572

Use Rate Disparity - Per Capita -0.00143856 -0.00126816 -0.00193568
Use Rate Disparity - % -25.2% -21.3% -29.4%

The service area for the PET/CT service is Southeast
Tennessee. There are three (3) other PET/CT units located
within the ten (10) county service area in Southeast Tennessee.
However, it should be noted that Erlanger attracts patients from
a much wider geography including Alabama, Georgia and North
Carolina. In fact, we has transfer agreements with a total of
92 facilities including more than 40 hospitals who need access
to tertiary level services and specialists who are only
available at Erlanger.

D. Describe the need to change location or replace
an existing facility.

Response

** Not applicable. **

E. Describe the acquisition of any item of major medical
equipment (as defined by the Agency Rules and the
Statute) which exceeds a cost of $ 2.0 million; and/or
is a magnetic resonance imaging (MRI) scanner,
positron emission tomography (PET) scanner,

Erlanger Medical Center — PET / CT
CON Application — Page 16 7/12/2013 11:54:16 AM
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extracorporeal lithotripter and/or linear accelerator
by responding to the following:

1. For fixed site major medical equipment (not
replacing existing equipment).

a. Describe the new equipment, including:
1. Total Cost (as defined by Agency Rule).
2% Expected useful life.
3. List of clinical applications to
be provided.
4. Documentation of FDA approval.
b. Provide current and proposed schedules

of operations.

Response

The total cost for this project is $ 4,540,471.
The expected useful life of the PET/CT unit is 7 years and a
copy of the FDA letter is attached to this CON application. The
clinical applications of the PET/CT will be in the diagnosis and
continuing treatment of Epilepsy, Parkinson’s Disease,
Huntington’s Disease, Alzheimer’s Disease, Lung Cancer and other
forms of Cancer.

2. For mobile major medical equipment:

a. List all sites that will be served.

b. Provide current and proposed schedules
of operations.

C. Provide the lease or contract cost.

d. Provide the fair market value of the
eqguipment.

e. List the owner for the equipment.

Response

** Not Applicable. **

34 Indicate applicant’s legal interest in
equipment (i.e.-purchase, lease, etc.).
In the case of equipment purchase include
a quote and/or proposal from an equipment

Erlanger Medical Center — PET / CT
CON Application — Page 17 7/12/2013 11:54:16 AM
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vendor, or in the case of equipment lease
provide a draft lease or contract that at
least includes the term of the lease and
the anticipated lease payments.

Response

Applicant will purchase the device. A copy of
the FDA letter approving the device for commercial use is
attached to this CON application.

ITY. (A) Attach a copy of the plot plan of the site on an
8 15” x 117 sheet of white paper which must
include:

1. Size of site (in acres).

-—- Erlanger Medical Center is located on
approximately 40.7 acres. A copy of
the plot plan is attached to this
application.

2. Location of structure on the site.

-—- Erlanger Medical Center is centrally
located on the site.

3. Location of the proposed construction.

-— Renovation will take place in the Outpatient
Imaging Dept. of the Medical Mall building.

4. Names of streets, roads or highways that
cross or border the site.

—-— Roads that border the site are East
ad Street, Hampton Street, Blackford
Street, and Central Avenue.

Please note that the drawings do not need to
be drawn to scale. Plot plans are required
for all projects.

(B) 1. Describe the relationship of the site to
public transportation routes, if any, and to
any highway or major road developments in

Erlanger Medical Center — PET / CT
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the area. Describe the accessibility of the
proposed site to patients/clients.

Response

Erlanger Medical Center is easily accessible to
patients in Chattanooga and Hamilton County from
both primary and secondary roads. Additionally,
the hospital can be easily accessed via public
transportation. Further, proximal state and
interstate highways provide easy access to EMC
from Tennessee, Georgia and Alabama.

Search Results
From: 975 E 3rd St, Chattanooga, TN 37403-2103
To: US Federal District Court (courthouse), Chattanooga, Tennessee, United States
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IV. Attach a floor plan drawing which includes legible
labeling of patient care rooms (noting private or
semi-private), ancillary areas, eguipment areas, etc.,
on an 8 ¥»” x 11”7 sheet of white paper.

NOTE: DO NOT SUBMIT BLUEPRINTS. Simple line drawings
should be submitted and need not be drawn to
scale.

Response

Floor plans are attached at the end of this CON
application.

V. For a Home Health Agency or Hospice, identify:

Erlanger Medical Center — PET / CT
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A, Existing service area by County.

B. Proposed service area by County.

Cx A parent or primary service provider.
D. Existing branches.

E. Proposed branches.

Response

** Not applicable. **

Erlanger Medical Center —PET / CT
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Section C

GENERAL CRITERTA FOR CERTIFICATE OF NEED
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Section C: GENERAL CRITERIA FOR CERTIFICATE OF NEED

In accordance with Tennessee Code Annotated § 68-11-1609(b), “no
Certificate of Need shall be granted unless the action proposed
is necessary to provide needed health care in the area to be
served, can be economically accomplished and maintained, and
will contribute to the orderly development of health care.” The
three (3) criteria are further defined in Agency Rule 0720-4-
.01. Further standards for guidance are provided in the state
health plan (Guidelines For Growth), developed pursuant to
Tennessee Code Annotated § 68-11-1625.

The following questions are listed according to the three (3)
criteria: (1) Need, (2) Economic Feasibility, and (3)
Contribution to the Orderly Development of Healthcare. Please
respond to each question and provide underlying assumptions,
data sources, and methodologies when appropriate. Please type
each gquestion and its response on 8 %” x 11” white paper. All
exhibits and tables must be attached to the end of the
application in correct sequence identifying the questions to
which they refer. If a question does not apply to your project,
indicate “Not Applicable (NA)”.

PRINCIPLES OF TENNESSEE STATE HEALTH PLAN

[ From 2011 Update, Pages 5-13 ]

1. Healthy Lives: The purpose of the State Health
Plan is to improve the health of Tennesseans.

Response

Erlanger Medical Center is the safety net hospital for
southeast Tennessee; though the hospital also serves northwest
Georgia, northeast Alabama and southwest North Carolina due to
it’s location and the scope and range of services provided. It
is often the only hospital which low-income people, minorities,
and other underserved populations can turn to for treatment. In
order to assure the continued viability of its mission as a
safety net hospital, Erlanger Medical Center continually strives
to provide services that are the most medically appropriate,
least intensive, and provided in the most cost-effective health

care setting.
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As the safety net provider, a large underserved population
depends on Erlanger to provide needed services. While it is
difficult to predict the outcome of health reform initiatives,
many Tennesseans previously without health insurance can be
expected to elect services which may have otherwise been
postponed, adding to the potential demand for PET/CT services.
Growth in the elderly and general population can also be
expected to increase demand for PET/CT. Surveys of the
Chattanooga region have shown that some 70% or more of area
physicians and surgeons received their training at EMC via its
affiliation with the UT College of Medicine. Based on current
residency and fellowship programs, it can be expected that this
trend will continue with many physicians opting to remain in
Tennessee, at Erlanger.

The proposed modifications to EMC’s physical plant and
Imaging services are consistent with the State Health Plan
because they seek to ensure patient access to appropriate
facilities for Tennesseans in particular. Erlanger Medical
Center, is the safety net hospital for underserved residents in
southeast Tennessee, providing access regardless of the patients
ability to pay. Enhanced access has been demonstrated to
improve the health status of those served.

2. Access To Care: Every citizen should have reasonable
access to care.

Response

Erlanger Medical Center, is the safety net hospital for
underserved residents in southeast Tennessee. Erlanger’s
TennCare / Medicaid utilization and uncompensated care cost for
the last three (3) fiscal years are presented below.

TennCare / Medicaid Uncompensated

Utilization % Care Cost

FY 2010 25.6 % $ 82.2 M
FY 2011 25.9 % $ 82.9 M
FY 2012 24.9 % $ 85.5 M

Notes

(1) TennCare / Medicaid utilization percentages are based
on gross I/P charges derived from applicant’s
internal records.

(2) Uncompensated care cost estimates were derived from
applicant’s internal records as reported in the notes
to the annual audited financial statements.

(3) Erlanger’s fiscal year begins on July 1 of each year
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and ends on June 30 of the following year. For
example, FY 2011 began on July 1, 2010, and ended on
June 30, 2011.

Under the federal Medicare program, an urban hospital with
more than 100 beds needs to serve 15% of low-income patients in
order to qualify as a “disproportionate share hospital”.
Erlanger clearly shoulders significantly more than its
proportionate share of the care rendered to this patient
population. The State Health Plan favors initiatives, like the
project proposed herein, which help to foster access to the
underserved.

Erlanger Medical Center has the only Level I trauma center,
the only life-flight helicopter service, and the only children’s
hospital in the region. Erlanger is also the only provider in
its service area of Level III neonatal care and perinatal
services. Erlanger Health System is committed to maintaining
its mission of providing healthcare services to all citizen’s
regardless of ability to pay. Such services include inpatient
care, obstetrics, surgical services and emergency care.

Erlanger Health System also operates several other
hospitals in southeast Tennessee as well as a network of
physician offices and Federally Qualified Health Centers
(hereinafter “FQHC”) with three (3) locations, so that patients
may easily access needed services while also facilitating easy
access to the broader healthcare delivery system.

I Economic Efficiencies: The State’s health care
resources should be developed to address the needs of
Tennesseans while encouraging competitive markets,
economic efficiencies, and the continued development
of the state’s health care system.

Response

Historically, EMC has very cost efficient within the
context of the overall healthcare delivery system. The
inpatient net revenue per admission for local hospitals in
Chattanooga, Tennessee, is as follows.

Avg. Net Revenue

Hospital Per I/P Admission
Erlanger Medical Center $ 11,025
Memorial Hospital $ 10,475
Parkridge Medical Center $ 13,366

Erlanger Medical Center — PET / CT
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Notes

(1) Information derived from Tennessee Joint Annual Reports
for CY 2012 for Erlanger Medical Center and Memorial
Hospital, CY 2011 for Parkridge Medical Center.

While offering more complex services and capabilities,
Erlanger has net revenue per inpatient admission comparable to
other area hospitals. Erlanger, being an Academic Medical
Center, is economically efficient while incurring higher costs
by offering more complex services including the only Level I
trauma center, the only life-flight helicopter service, the only
children’s hospital, and the only Level III neonatal care in %
southeast Tennessee.

4. Quality Of Care: Every citizen should have confidence
that the quality of health care is continually
monitored and standards are adhered to by health care o
providers.

Response

Erlanger Medical Center , which is accredited by the Joint
Commission, participates in periodic submission of quality
related data to the Centers For Medicare & Medicaid Services .
through its Hospital Compare program. Further, EMC has an
internal program of Medical Quality Improvement Committees which
continually monitor our healthcare services to assure patients
of the quality of care provided.

5. Health Care Workforce: The state should support the
development, recruitment, and retention of a
sufficient and quality health care workforce.

Response

Erlanger Health System, as southeast Tennessee’s only
academic medical center, has established strong long term
relationships with the region’s colleges, universities and
clinical programs. Erlanger provides clinical sites for
internships and rotation programs in nursing, radiology,
respiratory care and pharmacy, to name a few. A number of
regional universities offer Bachelor degree programs in nursing
and physical therapy. Locally, two year degrees are availlable
in many clinical allied health areas with additional programs
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offering advanced technical training in Radiological Imaging
such as Nuclear Medicine, Diagnostic Ultrasonography, etc.

The University of Tennessee — College of Medicine is co-
located at Erlanger and includes training of senior medical
students on clinical rotation as well as graduate medical
education for training of residents and advanced fellowships in
various medical specialties, including surgical specialties, as

outlined below.

Residency Programs
Emergency Medicine
Family Medicine
Internal Medicine
Obstetrics & Gynecology
Orthopedic Surgery
Pediatrics
Plastic Surgery
Surgery
Transitional Year

Fellowship Programs
Geriatrics
Hospice & Palliative Care
Orthopedic Surgery - Traumatology
Surgical Critical Care
Vascular Surgery
Colon & Rectal Surgery

Erlanger Health System participates with numerous schools
that provide advanced training in the areas of nursing and

allied health.

[ End Of Responses To Principles Of Tennessee State Health Plan - 2011
Update, pages 5 - 13 ]

CRITERIA FOR POSITRON EMISSION TOMOGRAPHY SERVICES

[ From Revised And Updated Standards & Criteria For PET Services, 2009 ]

1. Applicants proposing a new stationary PET unit should
project a minimum of at least 1,000 PET procedures in the
first year of service , building to a minimum of 1,600
procedures per year by the second year of service and for

Erlanger Medical Center — PET / CT
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every year thereafter. Providers proposing a mobile PET
unit should project a minimum of at least 133 PET
procedures in the first year of service per day of
operation per week, building to an annual minimum of 320
procedures per day of operation per week by the second year
of service and for every year thereafter. The minimum
number of procedures for a mobile PET unit should not
exceed a total of 1,600 procedures per year if the unit is
operated more than five (5) days per week. The application
for mobile and stationary units should include projections
of demographic patterns, including analysis of applicable
population based health status factors and estimated
utilization by patient clinical diagnoses category (ICD-9).

For units with a combined utility, e.g., PET/CT units, only
scans involving the PET function will count towards the

minimum number of procedures.

Response

We have employed two (2) methods to substantiate the need
for an additional PET scanner in the service area. The first
method we employed was total the number of PET units and PET
procedures in the State of Tennessee to determine the per capita
use rate compared to, the per capita use rate for the service
area, the table is below (data obtained from the HSDA
utilization report for major medical equipment).

===== CY 2011 ===== ===== CY 2010 ===== z==== CY 2009 =====
No. Of Total No. Of Total No. Of Total
PET Units Scans PET Units Scans PET Units Scans
Population - Tennessee 6,387,600 6,335,316 6,283,032
Totals - Tennessee 33.8 36,460 34.0 37,763 33.6 41,414

Mean Avg. - Per Capita

Population - Svc Area
Totals - Svc Area
Mean Avg. - Per Capita

Use Rate Disparity - Per Capita
Use Rate Disparity - %

0.00000529 0.00570793

620,231
3.0 2,648
0.00000484 0.00426938

-0.00143856
-25.2%

0.00000537 0.00596071

616,083
3.0 2,891
0.00000487 0.00469255

-0.00126816
-21.3%

0.00000535 0.00659140

611,935
3.0 2,849
0.00000490 0.00465572

-0.00193568
-29.4%

As may be seen from this data, the use rate for the service area

is 25.2% less than the Tennessee use rate in 2011,
This suggests that the service

2010 and 29.4%

less in 2009.

21.3% less 1in

area in 2011 was under served by approximately 892 PET scans
(i.e.-.00143856 x 620,231), approximately 781 PET scans in 2010

(i.e.-.00126816 x 616,083)
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in 2009 (i.e.-.00193568 x 611,935). Or, if we calculate the 3
year average based on this data the service area is under served
by approximately 960 PET scans (i.e.-.00154747 x 620,231).

The second method we employed to evaluate the need for an
additional PET scanner in the service area was to estimate the
incidence and prevalence of certain conditions and disease
states that would most likely require a PET scan compared to the
number of scans that the current providers actually did in 2011.

= Estimated PET Scan =
=== Need In Market ===
Condition / No. PET PET Volume
Disease State Incidence Prevalance Total Hospital Units 2011
Epilepsy 299 440 739 Memorial Hospital 1 904
Parkinson's 54 149 203 Diagnostic PET/CT 1 1,225
Huntington's 44 5 49 Chattanooga Imaging - East 1 519
Alzheimer's 98 120 218
Lung Cancer 592 43 635 Total 3 2,648
Cancer - All Other 193 222 415
Cardiac 106 1,485 1,591
Total 1,386 2,464 3,850

Based on this data, the service area population requires
PET capacity sufficient to perform 3,850 PET scans compared to a
total of 2,648 PET scans actually performed. The difference of
1,202 PET scans represents our estimate of how the market is
currently under served. There are also considerations of
“financial” access and availability to needed care. Since the
other PET providers do not share the same patient population,
particularly the underserved, it can cause programmatic
disruption in the treatment of cancer patients as well as
adversely impact cost and continuity of care.

With this information we can see with relative certainty
that the market is under served within the range of 960 - 1,202
PET scans per year. This is likely explained by those who
simply cannot pay for service being excluded from receiving

care.

We estimated that our PET/CT unit will perform 1,055 scans
in Year 1 and 1,330 scans in year 2. The estimate for year 1 is
approximately the mid-point of the range which we identified.
The estimate for year 2 reflects growth by 275 scans which
represents slightly less than the number of new Epilepsy
patients per year (i.e.-the incidence rate shown above which is
299). Once the Epileptologist begins practice the number of PET
scans for chronic Epilepsy patients will be served by our PET/CT
unit (i.e.-some portion of the 440 scans per year for

Erlanger Medical Center — PET / CT
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prevalence). Please note that our volume estimates do not
include those patients who will likely be attracted from outside
the service area due to Erlanger’s position as the tertiary
Academic Medical Center in the four (4) state region comprised
of Tennessee, Alabama, Georgia and North Carolina.

2. All providers applying for a proposed new PET unit should
document that the proposed location is accessible to
approximately 75% of the service area’s population.
Applications that include non-Tennessee counties in their
proposed service areas should provide evidence of the
number of existing PET units that service the non-Tennessee
counties and the impact on PET utilization in the non-
Tennessee counties, including the specific location of
those units located in the non-Tennessee counties, their
utilization rates, and their capacity.

Response

The service area for the PET/CT service is Southeast
Tennessee. The ten (10) counties which represent the service
area 1n Southeast Tennessee are as follows.

Hamilton County, Tennessee
Bradley County, Tennessee
Marion County, Tennessee
Grundy County, Tennessee
Sequatchie County, Tennessee
Bledsoe County, Tennessee
Meigs County, Tennessee

Rhea County, Tennessee
McMinn County, Tennessee
Polk County, Tennessee

The furthest point of the service area (i.e.-the ten (10)
counties in Southeast Tennessee) is approximately 67 miles from
EMC’s main campus, this represents a maximum driving time of
approximately 1 hour and 20 minutes for 100 % of the service
area population. For 75% of the service area population the
driving time would be approximately 40 minutes or less for a

distance of approximately 34 miles.

Our volume estimates do not include those patients who will
likely be attracted from outside the service area due to
Erlanger’s position as the tertiary Academic Medical Center in
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the four (4) state region comprised of Tennessee, Alabama,
Georgia and North Carolina.

There are also considerations of “financial” access and
availability to needed care. Since the other PET/CT providers
do not share the same patient population, it can cause
programmatic disruption in the treatment of cancer patients as
well as adversely impact cost and continuity of care.

3. All providers should document that alternate shared
services and lower cost technology applications have been
investigated and found less advantageous in terms of
accessibility, availability, continuity, cost and quality
of care.

Response

While other PET/CT providers are geographically available
there is the consideration of “financial access”, as not all
patient have “equal: acces to needed care. Since the other
PET/CT providers do not share the same patient population, it
can cause programmatic disruption in the treatment of cancer
patients as well as adversely impact cost and continuity of
care.

4. Any provider proposing a new mobile PET unit should
demonstrate that it offers or has established referral
agreements with providers that offer as a minimum, cancer
treatment services, including radiation, medical and
surgical oncology services.

Response

** Not Applicable. **

5. A need likely exists for one additional stationry PET unit
in a service area when the combined average utilization of
existing PET service providers is at or above 80% of the
total capacity of 2,000 procedures during the most recent
twelve-month period reflected in the provider medical
equipment report maintained by the HSDA. The total
capacity per PET unit is based upon the following formula:

Stationary Units: Eight (8) procedures/day x 250 days/year

Erlanger Medical Center - PET / CT
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= 2,000 procedures/year

Mobile Units: Eight (8) procedures/day x 50 days/year
= 400 procedures/year

The provider should demonstrate that its acquisition of an
additional stationary unit or mobile PET unit in the
service area has the means to perform at least 1,000
stationary PET procedures or 133 mobile PET procedures per
day of operation per week in the first full one-year period
of service operations, and at least 1,600 stationary PET
procedures or 320 mobile PET procedures per day of
operation per week for every year thereafter.

Response

We evaluated the need for an additional PET scanner in the
service area based on the incidence and prevalence of certain
conditions and disease states that would most likely require a
PET scan compared to the number of scans that the current
providers actually did in 2011.

= Estimated PET Scan =
=== Need In Market ===
Condition / No. PET PET Volume
Disease State Incidence Prevalance Total Hospital Units 2011
Epilepsy 299 440 739 Memorial Hospital 1 904
Parkinson's 54 149 203 Diagnostic PET/CT 1 1,225
Huntington's 44 5 49 Chattanooga Imaging - East 1 519
Alzheimer's 98 120 218
Lung Cancer 592 43 635 Total 3 2,648
Cancer - All Other 193 222 415
Cardiac 106 1,485 1,591
Total 1,386 2,464 3,850

Based on this data, the service area population requires
PET capacity sufficient to perform 3,850 PET scans compared to a
total of 2,648 PET scans actually performed. The difference of
1,202 PET scans represents our estimate of how the market is
currently under served. There are also considerations of
“financial” access and availability to needed care. Since the
other PET providers do not share the same patient population,
particularly the underserved, it can cause programmatic
disruption in the treatment of cancer patients as well as
adversely impact cost and continuity of care.

With this information we can see with relative certainty
that the market is under served within the range of 960 - 1,202
PET scans per year. This is likely explained by those who

Erlanger Medical Center — PET / CT
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simply cannot pay for service being excluded from receiving
care.

We estimated that our PET/CT unit will perform 1,055 scans
in Year 1 and 1,330 scans in year 2. The estimate for year 1 is
approximately the mid-point of the range which we identified.
The estimate for year 2 reflects growth by 275 scans which
represents slightly less than the number of new Epilepsy
patients per year (i.e.-the incidence rate shown above which is
299). Once the Epileptologist begins practice the number of PET
scans for chronic Epilepsy patients will be served by our PET/CT
unit (i.e.-some portion of the 440 scans per year for

prevalence) .

6. The applicant should provide evidence that the PET unit is
safe and effective for its proposed use.

a. The United States Food & Drug Administration (FDA)
must certify the proposed PET unit for clinical use.

Response

A copy of the FDA letter approving the unit for
clinical use is attached to this CON application.

b. The applicant should demonstrate that the proposed PET
procedures will be offered in a physical environment
that conforms to applicable federal standards,
manufacturer’s specifications, and licensing agencies’
requirements.

Response

A letter from our architect attesting that the
physical environment will conform to, and be compliant with, all
applicable codes and standards is attached to this CON

application.

c. The applicant should demonstrate how emergencies
within the PET unit facility will be managed in
conformity with accepted medical practice.

Response

Erlanger Medical Center — PET / CT
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A copy of the policy pertaining to emergencies is
attached to this CON application.

d. The applicant should establish protocols that assure
that all clinical PET procedures performed are
medically necessary and will not unnecessarily
duplicate other services.

Response

A copy of the policy pertaining to medical necessity
is attached to this CON application.

e. The PET unit should be under the medical direction of
a licensed physician. The applicant should provide
documentation that attests to the nature and scope of
the duties and responsibilities of the physician
medical director. Clinical supervision and
interpretation services must be provided by physicians
who are licensed to practice medicine in the State of
Tennessee and are board certified in Nuclear Medicine
or Diagnostic Radiology. Licensure and oversight for
the handling of medical isotopes and '
radiopharmaceuticals by the Tennessee Board of
Pharmacy and/or the Tennessee Board of Medical
Examiners — whichever is appropriate given the setting
- is required. Those qualified physicians who provide
interpretation services should have additional
documented experience and training, credentialing
and/or board certification in the appropriate
specialty and in the use and interpretation of PET
procedures.

Response

A copy of the CV for Dr. Pradeep Kumar Jacob is
attached to this CON application. Also, a copy of EMC’s license
from the Tennessee Dept. of Environment & Conservation, Division
Of Radiological Health is attached to this CON application. Dr.
Jacob is listed on page 4 of the license.

£. All applicants should seek and document emergency
transfer agreements with local area hospitals, as
appropriate. BAn applicant’s arrangements with its
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AONT A el an TDarna 22 7127013 11:54-16 AM



55

physician medical director must specify that said
physician be an active member of the subject transfer
agreement between hospital medical staff.

Response

A copy of EMC’s list of transfer agreements is
attached to this CON application.

7. The applicant should provide assurances that it will submit
data in a timely fashion as requested by the HSDA to
maintain the HSDA Equipment Registry.

Response

Applicant has in previous years and will continue in future
years, to comply with all data reporting requirements of the
HSDA pertaining to utilization of major medical equipment.

8. In light of Rule 0720-4-.01(1), which lists the factors
concerning need on which an application may be evaluated,
the HSDA may decide to give special consideration to an

applicant:

a. Who is offering the service in a medically underserved
area as designated by the United States Health
Resources & Services Administration;

Response

All ten (10) counties in the service area in Southeast
Tennessee, have been designated by HRSA as being medically
underserved. A copy of the HRSA designation is attached to this

CON application.

b. Who documents that the service area population
experiences a prevalence, incidence and/or mortality
from cancer, heart disease, neurological impairment or
other clinical conditions applicable to PET unit
services that is substantially higher than the State
of Tennessee average;

Response

Erlanger Medical Center — PET / CT
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We obtained the Chronic Disease Health Profile from
the website for the Tennessee Dept. of Health - Office Of
Policy, Planning & Assessment Surveillance, Epidemiology And
Evaluation. From this we derived the Age Adjusted Mortality
data for conditions and disease states pertinent to PET
services, as follows.

Heart Cancer .
Disease All Types Alzheimer's Stroke

Tennessee 220.7 200.8 36.2 51.3
Hamilton County 213.6 183.9 41.2 49.7
Bradley County 219.3 188.4 48.1 45.1
Marion County 235.2 231.9 49.2 57.1
Grundy County 261.9 193.6 26.3 51.0
Sequatchie County 202.0 271.7 56.6 51.4
Bledsoe County 256.2 162.8 40.7 73.3
Meigs County 233.8 206.6 35.7 62.7
Rhea County 244.8 232.6 27.9 58.4
McMinn County 182.1 195.7 34.8 59.2
Polk County 225.6 207.0 29.0 40.6

*%

Hamilton County
Bradley County

ik

Marion County = b * =
Grundy County =
Sequatchie County * > **
Bledsoe County i e **
Meigs County i bl *
Rhea County = b *
McMinn County =
Polk County * &

Total Flags 6 5 5 6

The mortality rate for each county in the service area
was compared to the average for the State of Tennessee. As may
be seen, six (6) counties within the service area have mortality
rates higher than Tennessee for Heart Disease and Stroke. Five
(5) counties within the service area have age adjusted mortality
rates higher than Tennessee for Cancer and Alzheimer’s Disease.

Cy Who is a “safety net hospital” or a “chldren’s
hospital” as defined by the Bureau of TennCare
Essential Access Hospital payment program and/or is a
comprehensive cancer diagnosis and treatment program
as designated by the Tennessee Department of Health
and/or the Tennessece Comprehensive Cancer Control
Coalition; or
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Response

Erlanger is an Academic Medical Center affiliated with
the University of Tennessee - College of Medicine. Erlanger is
the only tertiary service provider within 100 miles of
Chattanooga, Tennessee. Erlanger qualifies under this criterion
as a “safety net hospital” because we provide service to all
people regardless of their ability to pay. Further, we have the
only “children’s hospital” within 100 miles of Chattanooga,
Tennessee.

Erlanger is classified by the Bureau of TennCare as a
“safety net hospital” and also as “children’s hospital”.

d. Who provides a written commitment of intention to
contract with at least one TennCare MCO and, if
providing adult services, to participate in the
Medicare program.

Response

Erlanger currentl contracts with several TennCare
Y
MCO’S, as follows.

—— BlueCare

-— TennCare Select

—— United Healthcare Community Plan
—— AmeriGroup community Care

[End Of Responses To Revised & Updated Standards & Criteria For PET Services, 2009 ]

GENERAL QUESTIONS CONCERNING NEED, ECONOMIC FEASIBILITY &
CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTHCARE

(I.) NEED
1. Describe the relationship of this proposal toward the

implementation of the State Health Plan, Tenecessee’s
Health: Guidelines For Growth.

(2) Please provide a response to each criterion and
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standard in Certificate Of Need Categories that
are applicable to the proposed project. Do not
provide responses to General Criteria and
Standards (pages 6-9) here.

Response

This project is consistent with the Principles Of The
Tennessee State Health Plan as stated in the 2011 update
(“Principles”). Applicant has addressed each of the Principles.

(b) Applications that include a Change of Site for a
health care institution, provide a response to General
Criterion and Standards (4) (a-c).

Response

** Not applicable. **

2. Describe the relationship of this proposal to the
applicant facility’s long range development plans,
if any.

Response

Erlanger Health System currently holds a CON for expansion
of the Erlanger East campus (No. CN0405-047AE), a CON to convert
30 acute care beds to skilled nursing beds at Erlanger North
Hospital (No. CN1012-056A), as well as a CON to modernize and
upgrade the surgical facilities at Erlanger’s main campus (No.
CN1207-~-034A).

The goal for Erlanger Health System is to provide a
comprehensive system of care comprised of unduplicated services
while also serving those who are currently under served and/or
those who do not have the ability to pay for their services.
The PET/CT project is part of our long term plan and continued
development of the Neuroscience and Oncology programs.

3. Identify the proposed service area and justify the
reasonableness of that proposed area. Submit a county
level map including the State of Tennessee clearly marked
to reflect the service area. Please submit maps on 8 " x
11”7 sheets of white paper marked only with ink detectable
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by a standard photocopier (i.e-no highlighters, pencils,
etec.).

Response

The service area for the PET/CT service at Erlanger Medical
Center is defined as follows,

Primary Service Area

Hamilton County, Tennessee

Secondary Service Area

Bradley County, Tennessee
Marion County, Tennessee
Grundy County, Tennessee
Sequatchie County, Tennessee
Bledsoe County, Tennessee
McMinn County, Tennessee
Rhea County, Tennessee

Meigs County, Tennessee

Polk County, Tennessee

The service area is reasonable considering that Erlanger
currently serves as the largest primary and tertiary based
provider in Southeast Tennessee. Erlanger Health System makes
available to the outlying communities services that otherwise
would not be available. It should be noted that Erlanger
attracts patients from a much wider geography including Alabama,
Georgia and North Carolina. In fact, Erlanger has transfer
agreements with a total of 92 facilities including more than 40

hospitals.

The service area is reasonable because 49.4 % of the
inpatient volume comes from Hamilton County, Tennessee, and 21.6
% of the inpatient volume comes from the 9 county secondary
service area, as illustrated below. The total number of 61,737
inpatient admissions for CY 2012 to an acute care hospital from
the service area, 1s substantial (Note - market data for Hutcheson Medical
Center and Skyridge Medical Center is unavailable). The precise origin of
patients within the service area is detailed as follows for both
Erlanger Health System as well as the service area.

Regional Defined Service Area
In-Patient Origin & Market Share Information -- CY 2012
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Sve. ' % Svec.
Total Total Area % EHS Area
All
Erlanger  Other Total Pt. Origin Pt. Origin
Hamilton County, TN 13,560 23,200 36,760 49.4% 59.5%
Bradley County, TN 1,546 2,863 4,409 5.6% 7.1%
Marion County, TN 723 1,756 2,479 2.6% 4.0%
Grundy County, TN 277 2,104 2,381 1.0% 3.9%
Sequatchie County, TN 888 1,762 2,650 3.2% 4.3%
Bledsoe County, TN 489 576 1,065 1.8% 1.7%
Rhea County, TN 1,066 2,820 3,886 3.9% . 6.3%
Meigs County, TN 228 1,325 1,563 0.8% 2.5%
McMinn County, TN 314 4,784 5,098 1.1% 8.3%
Polk County, TN 381 1,075 1,456 1.4% 2.4%
Total Region 19,472 42,265 61,737 71.0% 100.0%
% Market Share 31.5%
Outside Service Area 7,964 29.0%
Total EHS 27,436 100.0%
Notes

(1) Facility volume information is derived from the THA Health
Information Network market share database for calendar
year 2012, which does not include both Hutcheson Medical
Center and Skyridge Medical Center.

A map showing the primary and secondary service areas is
attached at the end of this application.

4. A. Describe the demographics of the population to be
served by this proposal.

Response

The service area of the applicant is defined above.
Following is a discussion of certain population trends.

2012 2017 2012 Service Area

Est. Pop. Est. Pop. Patient Origin
Hamilton County, TN 340,756 352,830 59.5 %
Bradley County, TN 100,488 104,731 7.1 %
Marion County, TN 28,297 28,486 4.0 %
Grundy County, TN 13,603 13,345 3.9 %
Sequatchie County, TN 14,521 15,652 4.3 %
Bledsoe County, TN 12,932 13,096 1.7 %
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Rhea County, TN 32,263 33,539 6.3 %
Meigs County, TN 11,880 12,227 2.5 %
McMinn County, TN 52,697 53,922 8.3 %
Polk County, TN 16,942 17,289 2.4 %
624,379 645,117 100.0 &
Notes
(1) 2012 and 2017 population figures were obtained from
Claritas.

(2) 2011 service area patient origin figures were derived
from the THA Health Information Network database.

The proposed PET/CT unit fills an essential gap in
diagnostic capability in a number of service lines at Erlanger
including neurosciences and oncology. In these services,
Erlanger already provides clinical leadership that is recognized
in the region and beyond. In neurosciences, for example, the
stroke program at Erlanger is recognized as one of the leading
programs of its kind in the nation. Volume of patients served
places it at the top of the list nationally. Erlanger has
recently recruited a top epileptologist to supplement its deep
expertise. Many patients who suffer from strokes also have
seizures where the PET/CT can serve to gain further insight to
causes, identifying potential opportunities for surgical
intervention and improved outcomes for those served. Similarly
for oncology patients, Erlanger already offers a comprehensive
program, including the only Cyberknife in a 100 mile radius
utilized for non-invasive surgery of tumors. Here again, the
PET/CT can aid in diagnosis, assessment and planning to ensure
the treatment plan is progressing to advance and improve patient
outcomes.

Other initiatives like the 340B pharmacy program, only
available at Erlanger because of its disproportionate share of
low income patients, serves to make needed chemotherapeutic
drugs available to those who would not otherwise have access to
life sustaining medications. Affordability is an important
ingredient in insuring access for those in need. The PET/CT is
an essential diagnostic tool that will serve to advance the
quality of care provided particularly for the under served who
might otherwise not have access to this vital technology.

The elderly and women are prime candidates for service
within the Neuroscience and Oncology service lines. It is
estimated that the population age 65 and over in the service
area will increase from 93,857 in 2012 to 119,908 in 2017. This
is an increase of 27.8%. Thus, the project envisioned by the
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instant application is intended to be of direct benefit to the
senior population.

Women of child bearing age (i.e.-age 15-44) will
comprise 37.6 % of the population. Further, 18.8 & of the
population will be minority (i.e.-Black, Hispanic, Asian, etc.).
Erlanger is committed to serving the population within the
service area, as well as minorities and other under served
populations. For this reason, Erlanger will continue to offer
services which may not otherwise be available.

Growth in the service area could exceed forecasts
given the attractiveness of southeast Tennessee to large
employers such as VW, Amazon and Wacker Chemical, which have
already located in the area.

B. The special needs of the service area population,
including health disparities, the accessibility
to consumers, particularly the elderly, women,
racial and ethnic minorities, and low-income
groups. Document how the business plans of the
facility will take into consideration the special
needs of the service area population.

Response

Erlanger Medical Center is the safety net hospital for
southeast Tennessee, and is often the only hospital which low-—
income people, minorities, and other underserved populations can
turn to for treatment. In order to assure the continued
viability of its mission as a safety net hospital, Erlanger
Health System continually strives to provide services that are
medically appropriate, least intensive (restrictive), and
provided in the most cost-effective health care setting.

Erlanger Medical Center is accessible to patients in
Chattanooga and Hamilton County from both primary and secondary
roads. Additionally, the hospital can be easily accessed via
public transportation. Further, proximal state and interstate
highways provide easy access from Tennessee, Georgia and
Alabama.

Search Results
From: 975 E 3rd St, Chattanooga, TN 37403-2103
To: US Federal District Court (courthouse), Chattanooga, Tennessee, United States
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Erlanger has also been responsive to the needs of new

businesses like VW, Amazon and Wacker Chemical which have
generated thousands of new jobs in the area. The proposed
project will help ensure that the service area population has
access to services and facilities consistent with their needs

and evelving industry standards.

It is estimated that the population age 65 and over
the service area will increase from 93,857 in 2012 to 119,908
2017. This is an increase of 27.8%. Thus, the project
envisioned by the instant application is intended to be of
direct benefit to the senior population.

Women of child bearing age (i.e.-age 15-44) will

comprise 37.6 % of the population. Further, 18.8 % of the

population will be minority (i.e.-Black, Hispanic, Asian, etc.

Erlanger is committed to serving the population within the
service area, as well as minorities and other under served

populations. For this reason, Erlanger will continue to offer

services which may not otherwise be available.

5. Describe the existing or certified services, including
approved but unimplemented CON’s, of similar
institutions in the service area. Include utilization

and/or occupancy trends for each of the most recent
three years of data available for this type of
project. Be certain to list each institution and its
utlilization and/or occupancy individually. Inpatient
bed projects must include the following data:
admissions or discharges, patient days, and occupancy.
Other projects should use the most appropriate
measures, e.¢., cases, procedures, visits, admissions,
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ete.
Response

Utilization data for the three (3) general acute care
hospitals in Chattanooga, Tennessee, 1is presented below.

Primary Acute Cate Hospitals -- Chattanooga, Tennessee
General Utilization Trends

2010 2011 2012
. Erlanger  Memorial Parkridge Erlanger  Memorial Parkridge Erlanger Memorial Parkridge
Med Ctr Hospital Med Ctr Med Ctr Hospital Med Ctr Med Ctr Hospital Med Ctr

General Acute Care - Admissions 24,549 20,637 7,749 26,343 20,963 7,578 27,238 21,395 7,679
Inpatient Pt. Days - Acute Care 127,406 98,613 42,898 131,630 99,911 41,037 133,260 99,485 39,539
General Acute Care - ALOS ) 5.19 4,78 5.54 5.00 4.77 5.42 4.89 4,65 5.15
Total O/P Visits - Incl ED 205,441 238,793 63,918 207,028 249,485 66,798 259,783 257,382 69,367
Total Surgical Patients 27,249 20,397 9,582 31,266 19,988 9,453 31,492 19,808 9,918
OB Deliveries 2,636 0 0 2,639 0 0 2,679 0 0

NOTES
(1) This information is derived from Tennessee Joint Annual Reports.

(2) Data presented for Parkridge Medical Center is 2009, 2010 and
2011. Data from the 2012 Joint Annual Report was not available.

Memorial Health Care System in Chattanooga, Tennessee,
holds a certificate of need for modifications to its main
campus, no. CN0609-069. Memorial Hospital - Hixson holds a
certificate of need for modification, no. CN1104-011. Memorial
Hospital — Outpatient Cancer Center at Ooltewah, Tennessee,
holds a certificate of need, no. CN1202-004.

Parkridge Health System holds a certificate of need related
to Psychiatric hospital services, however, these services are
not similar to those proposed herein.

6. Provide applicable utilization and/or occupancy
statistics for your institution for each of the past
three (3) years and the projected annual utilization
for each of the two (2) years following completion of
the project. Additionally, provide the details
regarding the methodology used to project utilization.
The methodology must include detailed calculations or
documentation from referral sources, and
identification of all assumptions.

Response
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Utilization data for Erlanger Medical Center is presented
below.

Erlanger Medical Center
General Utilization Trends

==z=======n Pro]ected Utilization ==============
2008 2010 2011 2012 2013 2014 2018 2016 2017
General Acute Care - Admissions 25,403 24,549 26,343 27,238 27,446 27,654 27,862 28,070 28,278
Inpatient Pt. Days - Acute Care 127,258 127,406 131,630 133,260 134,278 135,295 136,313 137,331 138,350
General Acute Care - ALOS 5.01 5.19 5.00 4.89 4.89 4.89 4.89 4.89 4.89
Total O/P Visils - Incl ED 180,102 205,441 207,028 259,783 261,767 263,752 265,736 267,720 269,705
Total Surgical Patients 25,058 27,249 31,266 31,492 31,733 31,973 32,214 34,199 34,439
OB Deliveries 2,734 2,636 2,639 2,679 2,700 2,720 2,740 2,761 2,781

NOTES
(1) This information is derived from Tennessee Joint Annual Report,
for 2010, 2011 and 2012.
(2) The Joint Annual Report information for Erlanger Medical Center
includes pediatric utilization.

The projected utilization is based upon a use rate average
calculation for the three (3) year period of 2010, 2011 and
2012. Expected growth could exceed this forecast based on
hospital referral patterns, health reform initiatives and
advances in clinical care.

(II.) ECONOMIC FEASIBILITY

1. Provide the cost of the project by completing the Project
Costs Chart on the following page. Justify the cost of the
project.

- All projects should have a project cost of at least §
3,000 on Line F (minimum CON filing fee). CON filing fee
should be calculated from Line D. (See application
instructions for filing fee.)

- The cost of any lease should be based on fair market
value or the total amount of lease payments over the
initial term of the lease, whichever is greater. Note:
This applies to all equipment leases including by
procedure or “per click” arrangements. The methodology
used to determine the total lease cost for a “per click”
arrangement must include, at a minimum, the projected
procedures, the “per click” rate and the term of the
lease.
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- The cost of fixed and moveable equipment includes, but is
not necessarily limited to, maintenance agreements
covering the expected useful life of the equipment;
federal, state and local taxes and other government
assessments; and installation charges, excluding capital
expenditures for physical plant renovation or in-wall
shielding, which should be included under construction
costs or incorporated in a facility lease.

- For projects that include new construction, modification,
and/or renovation; documentation must be provided
from a contractor and/or architect that support the
estimated construction costs.

Response

The Project Cost Chart has been completed on the next page.
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PROJECT COST CHART

Construction And Equipment Acquired By Purchase.

013 dUL 29 AM 9 22

1. Architecural And Engineering Fees 48,500
2. Legal, Administrative, Consultant Fees

(Excluding CON Filing Fee)
3. Acquisition Of Site
4, Preparation Of Site
B Construction Costs 481,544
6. Contingency Fund 290,341
7. Fixed Equipment (Not Included In Construction Contract) 3,324,276
8. Moveable Equipment (List all equipment over $ 50,000)
9. Other (Specify) _Technical, Signage, Information Systems, etc. 153,367

Acquisition By Gift, Donation, Or Lease.

Facility (inclusive of building and land)
Building Only

Land Only
Equipment (Specify)
Other (Specify)

aprwd=

Financing Costs And Fees.

1. Interim Financing

2. Underwriting Costs

3. Reserve For One Year's Debt Service

4, Other (Specify)

Estimated Project Cost (A+B+C) 4,298,028
CON Filing Fee 9,671

Total Estimated Project Cost (D+E) - 4,307,699
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2. Identify the funding sources for this project.

a. Please check the applicable item(s) below and
briefly summarize how the project will be financed.
(Documentation for the type of funding MUST be
inserted at the end of the application, in the
correct alpha/numeric order and identified as
Attachment C, Economic Feasibility-2.)

A. . Commercial loan —- Letter from lending
institution or guarantor stating favorable
initial contact, proposed loan amount, expected
interest rates, anticipated term of the loan,

and any restrictions or conditions.

B. Tax — Exempt Bonds —- Copy of preliminary
resolution or a letter from the issuing authority
stating favorable initial contact and a
conditional agreement from an underwriter or
investment banker to proceed with the issuance.

C. General obligation bonds -- Copy of resolution
from issuing authority or minutes from the
appropriate meeting.

D. Grants —- Notification of intent form for grant
application or notice of grant award.

X E. Cash Reserves - Appropriate documentation from
Chief Financial Officer.

E. Other - Identify and document funding from all
other sources.

Response

The project will be funded through internal cash reserves
of Erlanger Health System. The CFO letter is attached to this

CON application.

3. Discuss and document the reasonableness of the
proposed project costs. If applicable, compare the
cost per square foot of construction to similar
projects recently approved by the Health Services And

Development Agency.
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Response

Construction cost for clinically related space of 1,858 SF,

totals $ 529,688, with a cost per square foot of $ 285.09.
Please note that while the architect letter has calculated cost
per SF, this is based on total project cost, not just
construction cost.

been

Project Project No. Cost Per SF
Methodist University Hosp CN1111-047 $ 189.00 (1)
Methodist University Hosp CN0911-055 $ 265.00
Morristown-Hamblen Hospital CN1009-040 $ 250.00
NOTES

(1) This is a blended rate of $ 325.00 per SF for new construction
and $ 177.00 per SF for renovations.

Complete Historical and Projected Data Charts on the
following two pages — Do not modify the Charts provided or
submit Chart substitutions ! Historical Data Chart

represents revenue and expense information for the last
three (3) years for which complete information is available
for the institution. Projected Data Chart requests
information for the two (2) years following the completion
of this proposal. Projected Data Chart should reflect
revenue and expense projections for the Proposal Only
(i.e.-if the application is for additional beds, include
anticipated revenue from the proposed beds only, not from
all beds in the facility).

Response

The Historical Data Chart and Projected Data Chart have
completed.

Please identify the project’s average gross charge,
average deduction from operating revenue, and average
net charge.

Response

Following are the average charge amounts per patient.

Average Gross Charge $ 5,280
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Average Deduction From Revenue
Medicare $ 4,319
TennCare / Medicaid S 4,506

Average Net Revenue
Medicare S 961
TennCare / Medicaid S 774
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HISTORICAL DAﬂﬂﬁhﬂS)Qﬁ%ﬁsﬁf’hr‘? 92323

Give information for the last three (3) years for which complete data are available for the facility

or agency. The fiscal year begins in July (Month).
| Year-2012 | [ Year—2011 | [ Year—2010 |
A. Utilization Data 28,987 27,705 27,0086
(Specify Unit Of Measure) _I/P Admissions
B. Revenue From Services To Patients
1. Inpatient Services 970,995,737 960,901,050 873,538,163
2. Outpatient Services 599,778,040 540,147,249 509,627,991
3. Emergency Services 113,238,095 112,357,719 95,434,436
4, Other Operating Revenue 37187604 34,980,484 36,579,283
(Specify) _Home Health, POB Rent, etc. '
Gross Operating Revenue 1,721,199,476 1,648,386,502 1,515,179,873
C. Deductions From Operating Revenue
1. Contractual Adjustments 980,425,997 929,699,718 833,419,476
2. Provision For Charity Care 78,323,760 79,608,206 76,557,829
3. Provision For Bad Debt 99,422,380 85,619,511 85,487,255
Total Deductions 1,158,172,138 1,094,927 435 995,464,560
NET OPERATING REVENUE 563,027,338 553,459,067 519,715,313
D. Operating Expenses
1. Salaries And Wages 274,394,875 271,178,059 253,718,351
2. Physician's Salaries And Wages 38,603,415 30,609,413 22,197,153
3. Supplies 79,185,467 76,612,829 71,818,635
4, Taxes 713,980 597,507 998,164
5. Depreciation 26,569,378 25,799,614 26,945,792
6. Rent 3,246,153 2,816,717 2,077,981
7. Interest - Other Than Capital
8. Management Fees:
a. Fees To Affiliates
b. Fees To Non-Affiliates
9. Other Expenses 150,025,944 140,157,885 133,567,181
Total Operating Expenses 572,739,212 547,772,024 511,323,257
E. Other Revenue (Expenses) — Net
(Specify)
NET OPERATING INCOME (LOSS) -9,711,873 5,687,043 8,392,056
Fs Capital Expenditures
1. Retirement Of Principal 7,396,156 7,824,776 12,356,219
2. Interest 9,652,060 9,876,593 8,455,247
Total Capital Expenditures 17,048,216 17,701,369 20,811,466
NET OPERATING INCOME (LOSS)
LESS CAPITAL EXPENDITURES - 26,760,089 - 12,014,326 - 12,419,410
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PROJECTED DATA CHARTyq (| 15 an 9 23

Utilization Data

for the facility

(Specify Unit Of Measure) _PET Scan Procedures

Revenue From Services To Patients

1. Inpatient Services

2. Outpatient Services

3, Emergency Services

4. Other Operating Revenue
(Specify)

Gross Operating Revenue

Deductions From Operating Revenue
1. Contractual Adjustments
2. Provision For Charity Care
3. Provision For Bad Debt
Total Deductions

NET OPERATING REVENUE

Operating Expenses

Salaries And Wages
Physician's Salaries And Wages
Supplies

Taxes

Depreciation

Rent

Interest - Other Than Capital
Management Fees:

a. Fees To Affiliates

b. Fees To Non-Affiliates
9. Other Expenses

PN R N

Total Operating Expenses

Other Revenue (Expenses) — Net

(Specify)
NET OPERATING INCOME (LOSS)

Capital Expenditures
1. Retirement Of Principal
2. Interest
Total Capital Expenditures

NET OPERATING INCOME (LOSS)
LESS CAPITAL EXPENDITURES
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| Year 1 | Year 2 |
1,055 1,329
5,570,607 7,369,914
5,570,607 7,369,914
3,037,729 5,248,107
186,919 247,294
129,893 171,848
4,254,541 5,667,249
1,316,066 1,702,665
120,218 125,387
1,978 2,606
456,250 456,250
187,351 534,512
765,797 1,118,755
550,270 583,911
550,270 583,911
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6. A, Please provide the current and proposed charge
schedules for the proposal. Discuss any
adjustment to current charges of projects that
will result from the implementation of the
proposal. Additionally, describe the anticipated
revenue from the proposed project and the impact
on existing patient charges.

’

Response

Please see the list of average patient charges by THA
service line for Erlanger Medical Center and other select acute
care providers, for calendar year 2011, attached at the end of
this CON application. Applicant does revise its patient charge
structure on a periodic basis (i.e.- usually annually) during
the budget cycle each fiscal year. However, applicant does not

anticipate any changes to existing patient charges specifically
as a result of this project.

B. Compare the proposed charges to those of other
facilities in the service area/adjoining service
areas, or to proposed charges of projects
recently approved by the Health Services And
Development Agency. If applicable, compare the
proposed charges of the project to the current
Medicare allowable fee schedule by common
procedure terminology (CPT) code(s).

Response

Please see the list of average patient charges by THA
service line for Erlanger Medical Center and other select acute
care providers, for calendar year 2011, attached at the end of

this CON application.

*+ Tnsert additional discussion here concerning
charges for this particular project. **

7. Discuss how projected utilization rates will be
sufficient to maintain cost effectiveness.

Response

Erlanger Medical Center — PET /CT
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Historically, EMC has been very cost efficient within the
context of the overall healthcare delivery system. The
inpatient net revenue per admission for local competitors in
Chattanooga, Tennessee, 1s as follows.

Avg. Net Revenue

Hospital Per I/P Admission
Erlanger Medical Center $ 11,664
Memorial Hospital $ 10,433
Parkridge Medical Center $ 13,033

Notes
(1) Information derived from Tennessee Joint Annual
Reports for CY 2012, CY 2011 for Parkridge Medical

Center.

While offering more complex services and capabilities,
Erlanger has net revenue per inpatient admission comparable to
other large area hospitals. Erlanger Medical Center is
economically efficient, while incurring higher costs by offering
more complex services including the only Level I trauma center,
the only life-flight helicopter service, the only children’s
hospital, and the only Level III neonatal care in southeast
Tennessee.

8. Discuss how financial viability will be ensured
within two (2) years; and demonstrate the availability
of sufficient cash flow until financial viability is

achieved.

Response

*% This response depends on how the pro-forma from Mike lee
turns out. **

9. Discuss the project’s participation in state and
federal revenue programs including a description of
the extent to which Medicare, TennCare/Medicaid, and
medically indigent patients will be served by the
project. In addition, report the estimated dollar
amount of revenue and percentage of total project
revenue anticipated from each of TennCare, Medicare,
or other state and federal sources for the proposal’s
first year of operation.

Response

Erlanger Medical Center — PET / CT
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Erlanger Medical Center, as a member facility of Erlanger
Health System, currently participates in the following Federal /

State programs.

Federal Medicare

State BlueCare
TennCare Select

United Healthcare Community Plan
( Children’s Medical Services under age 21
& High Risk Maternity Only )

AmeriGroup Community Care

Anticipated revenue (gross charges) from Federal and State
sources during year 1 of the project is as follows.

Medicare $ 2,787,944
TennCare S 781,469

$ 3,569,413

10. Provide copies of the balance sheet and income
statement from the most recent reporting period of
the institution and the most recent audited financial
statements with accompanying notes, if applicable.
For new projects, provide financial information for
the corporation, partnership, or principal parties
involved with the project. Copies must be inserted
at the end of the application, in the correct
alpha-numeric order and labeled as Attachment C,
Economic Feasibility-10.

Response

Copies of the financial reports for Erlanger Health System
are attached at the end of this CON application.

Interim Balance Sheet & Income Statement May 31, 2013
Audited Financial Statements June 30, 2012

11. Describe all alternatives to this project which were
considered and discuss the advantages and
disadvantages of each alternative including but not

limited to,
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A. A discussion regarding the availability of less
costly, more effective, and/or more efficient
alternative methods of providing the benefits
intended by the proposal. If developments of
such alternatives is not practicable, the
applicant should justify why not; including
reasons as to why they were rejected.

Response

The proposed PET/CT unit fills an essential gap in
diagnostic capability in a number of service lines at Erlanger
including neurosciences and oncology. In these services,
Erlanger already provides clinical leadership that is recognized
in the region and beyond. In neurosciences, for example, the
stroke program at Erlanger is recognized as one of the leading
programs of its kind in the nation. Volume of patients served
places it at the top of the list nationally. Erlanger has
recently recruited a top epileptologist to supplement its deep
expertise. Many patients who suffer from strokes also have
seizures where the PET/CT can serve to gain further insight to
causes, identifying potential opportunities for surgical
intervention and improved outcomes for those served. Similarly
for oncology patients, Erlanger already offers a comprehensive
program, including the only Cyberknife in a 100 mile radius
utilized for non-invasive surgery of tumors. Here again, the
PET/CT can aid in diagnosis, assessment and planning to ensure
the treatment plan is progressing to advance and improve patient

outcomes.

Other initiatives like the 340B pharmacy program, only
available at Erlanger because of its disproportionate share of
low income patients, serves to make needed chemotherapeutic
drugs available to those who would not otherwise have access to
life sustaining medications. Affordability is an important
ingredient in insuring access for those in need. The PET/CT is
an essential diagnostic tool that will serve to advance the
quality of care provided particularly for the under served who
might otherwise not.have access to this vital technology.

As the safety net hospital in Southeast Tennessee, it 1is
vital that EMC enhance and update its facilities to provide the
best imaging services available for the communities we serve.
As an academic medical center affiliated with the University of
Tennessee College of Medicine, which is co-located on the
Erlanger campus, Erlanger seeks to provide appropriate
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facilities so as to enhance the training and education of
medical residents and fellows as well as other health
professionals. Updating facilities also means planning for
tomorrow with regard to PET/CT services for the regional service
area, ensuring that the needs of the uninsured and/or low income

population are being met.

In evaluating the utilization of PET scan units in
Southeast Tennessee compared to the entire State of Tennessee
there appears to be a significant disparity. Following is
comparison of the PET/CT use rate per capita. As may be seen,
the population of Southeast Tennessee is under served in terms
of PET utilization by 29.4% in 2009, 21.3% in 2010 and 25.2% in

2011.
z==== CY 2011 ===== =z==== CY 2010 ===== ===== CY 2009 =====
No. Of Total No. Of Total No. Of Total
PET Units Scans PET Units Scans PET Units Scans
Population - Tennessee 6,387,600 6,335,316 6,283,032
Totals - Tennessee 33.8 36,460 34.0 37,763 33.6 41,414
Mean Avg. - Per Capita 0.00000529 0.00570793 0.00000537 0.00596071 0.00000535 0.00659140
Population - Svc Area 620,231 616,083 611,935
Totals - Svc Area 3.0 2,648 3.0 2,891 3.0 2,849
Mean Avg. - Per Capita 0.00000484 0.00426938 0.00000487 0.00469255 0.00000490 0.00465572
Use Rate Disparity - Per Capita -0.00143856 -0.00126816 -0.00193568

-25.2%

-21.3%

-29.4%

Use Rate Disparity - %

The service area for the PET/CT service is Southeast

There are three (3) other PET/CT units located

(10) county service area in Southeast Tennessee.
Erlanger attracts patients from
Alabama, Georgia and North
transfer agreements with a

more than 40 hospitals.

Tennessee.
within the ten
However, it should be noted that
a much wider geography including
Carolina. In fact, Erlanger has
total of 92 facilities including

B. The applicant should document that consideration
has been given to alternatives to new
construction, e.g., modernization or sharing
arrangements. It should be documented that
superior alternatives have been implemented to
the maximum extent practicable.

Response

Erlanger Medical Center — PET /CT
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There are also considerations of “financial” access
and availability to needed care. Since the other PET/CT
providers do not share the same patient population, it can cause
programmatic disruption in the treatment of cancer patients and

adversely impact cost and continuity of care.

Tn evaluating the utilization of PET scan units in
Southeast Tennessee compared to the entire State of Tennessee
there appears to be a significant disparity. Following is
comparison of the PET/CT use rate per capita. As may be seen,
the population of Southeast Tennessee 1s under served in terms
of PET utilization by 29.4% in 2009, 21.3% in 2010 and 25.2% in

2011.

===== CY 2011 ===== z===== CY 2010 ===== z==== CY 2009 =====
No. Of Total No. Of Total No. Of Total
PET Units Scans PET Units Scans PET Units Scans
Population - Tennessee 6,387,600 6,335,316 6,283,032
Totals - Tennessee 33.8 36,460 34.0 37,763 33.6 41,414

Mean Avg. - Per Capita 0.00000529 0.00570793 0.00000537 0.00596071 0.00000535 0.00659140

Population - Svc Area 620,231 616,083 611,935
Totals - Svc Area 3.0 2,648 3.0 2,891 3.0 2,849
Mean Avg. - Per Capita  0.00000484 0.00426938 0.00000487 0.00469255 0.00000490 0.00465572

Use Rate Disparity - Per Capita -0.00143856 -0.00126816 -0.00193568
Use Rate Disparity - % -25.2% -21.3% -29.4%

The service area for the PET/CT service is Southeast
Tennessee. There are three (3) other PET/CT units located
within the ten (10) county service area in Southeast Tennessee.
However, it should be noted that Erlanger attracts patients from
a much wider geography including Alabama, Georgia and North
Ccarolina. In fact, Erlanger has transfer agreements with a
total of 92 facilities including more than 40 hospitals.

(III.) CONTRIBUTION 70 THE ORDERLY DEVELOPMENT
OF HEALTH CARE

1. List all health care providers (e.g., hospitals,
nursing homes, home care organizations, etc.), managed
care organizations, alliances, and/or networks with
which the applicant currently has or plans to have
qontractual and/or working relationships, e.g.,
transfer agreements, contractual agreements for health

Erlanger Medical Center —PET / CT
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services.

Response

The most significant relationship between this proposal and
the existing healthcare system is that it will be part of an
existing health system and enhance Erlanger Health System’s

ability to integrate its services within the regional service
area as the safety net provider, trauma center and region’s only

academic medical center.

By providing these services regardless of a patient’s
ability to pay, the regional healthcare delivery system 1is
positively impacted by the services envisioned in the instant

application.

The applicant currently has transfer arrangements with the
following hospitals which are owned by Erlanger Health System.

-- Erlanger North Hospital
~— T. C. Thompson Children’s Hospital
-~ Erlanger East Hospital

Further, Erlanger currently has patient transfer agreements
in place with more than 90 hospitals and other providers in the
four (4) state area. These providers refer patients to Erlanger
pecause of the depth and breadth of its programs and services.

A copy of the list of transfer agreements 1s attached to this

CON application.

2. Describe the positive and / or negative effects of the
proposal on the health care system. Please be sure to
discuss any instances of duplication or competition
arising from your proposal including a description of
the effect the proposal will have on the utilization
rates of existing providers in the service area of the

project.

Response

The effects of this proposal will be positive for the
healthcare system because it will deliver the most appropriate
level of care for those who are in need of service regardless of
ability to pay. BY providing the PET/CT service, the regional
healthcare delivery system is positively impacted by serving as

Erlanger Medical Center — PET/CT
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the “safety net” for those who are otherwise in need of this
highly specialized service.

3. Provide the current and/or anticipated staffing
pattern for all employees providing patient care for
the project. This can be reported using FTE’'s for
these positions. Additionally, please compare the
clinical staff salaries in the proposal to prevailing
wage patterns in the service area as published by the
Tennessee Dept. Of Labor & Workforce Development
and/or other documented sources.

Response

Clinical staffing for the PET/CT service is anticipated to
be 1.5 FTE’s. The mid-point on Erlanger’s pay scale for these
positions will be $ 30.79 and the mid-point average hourly rate
for the Chattancoga area is $ 30.24. '

4. Discuss the availability of and accessibility to human
resources required by the proposal, including adequate
professional staff, as per the Dept. Of Health, the
Dept. Of Mental Health & Developmental Disabilities,
and/or the Division of Mental Retardation Services
licensing requirements.

Response

The human resources required will be approached with a
proactive recruitment action plan. Historically, Erlanger has
met staffing requirements by utilizing a variety of methods.
Thus, our approach to fulfill the staffing plan for the PET/CT
service will consist of a proactive plan of marketing,
screening, hiring, and training.

The Human Resources Department at Erlanger will work
closely with managers in the transition. The specifics will be
based on the needs of the organization and aligned with the
strategic initiative of the new PET/CT service. Erlanger has
actively been involved in the WorkForce Development movement on
several different levels within the Chattanooga area and
statewide. Current vacancy rates are below state and national

averages.

Erlanger Medical Center — PET / CT
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Erlanger Health System participates with numerous schools
that provide advanced training in the areas of nursing and
allied health. Therefore, Erlanger expects no difficulty in
recruitment of required staff given it’s role as an academic
medical center and it’s affiliations with colleges and
universities offering allied health and related training

programs.

5, Verify that the applicant has reviewed and understands
all licensing certification as required by the State
of Tennessee for medical/clinical staff. These
include, without limitation, regulations concerning
physician supervision, credentialing, admission
privileges, quality assurance policies and programs,
utilization review policies and programs, record
keeping, and staff education.

Response

The Applicant has reviewed and intends to comply with all
licensing and certification requirements imposed upon it by
applicable statutes and regulations.

6. Discuss your health care institution’s participation
in the training of students in the areas of medicine,
nursing, social work, etec. (e.g., internships,
residencies, etc.).

Response

Erlanger Health System, as the region’s only academic
medical center, has established strong long term relationships
with the region’s colleges, universities and clinical programs.
Erlanger provides clinical sites for internships and rotation
programs in nursing, radiology, respiratory, pharmacy and
surgery technology, to name a few.

A number of regional universities offer Bachelor degree
programs in nursing and physical therapy. Erlanger works
closely with the University of Tennessee at Chattanooga to
assist nurses transitioning from RN to BSN. Erlanger provides a
teaching environment for staff as well with various on-the-job
training opportunities (ex: CT for Radiologic Technologist,
Certification *for LPNs). Locally, two year degrees are
available in many clinical allied health areas with additional

Erlanger Medical Center — PET / CT
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programs offering advanced technical training in Radiological
Imaging such as Nuclear Medicine, Diagnostic Ultrasonography,
etc. Erlanger Health System participates with numerous schools
that provide advanced training in the areas of nursing and

allied health.

Further, affiliation with the University of Tennessee -
College of Medicine includes training of senior medical students
on clinical rotation as well as graduate medical education for
training of residents and advanced fellowships in various
specialties, as outlined below.

Residency Programs
Emergency Medicine
Family Medicine
Internal Medicine
Obstetrics & Gynecology
Orthopedic Surgery
Pediatrics
Plasltic Surgery
surgery
Transitional Year

Fellowship Programs
Geriatrics
Hospice & Palliative Care
Orthopedic Surgery - Traumatology
Surgical Critical Care
Vascular Surgery
Colon & Rectal Surgery

7. (a) Please verify, as applicable, that the applicant
has reviewed and understands the licensure
requirements of the Dept. Of Health, the Dept. Of
Mental Health & Developmental Disabilities, the
Division of Mental Retardation Services, and/or
any applicable Medicare requirements.

Response

The Applicant has reviewed and intends to comply with
all licensing and certification requirements imposed by
applicable statutes and regulations.

Erlanger Medical Center — PET / CT
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(b) Provide the name of the entity from which the
applicant has received or will receive licensure,
certification, and / or accreditation.

Licensure: State of Tennessee, Dept. of Health
Accreditation: The Joint Commission

(¢) If an existing institution, please describe the
Current standing with any licensing, certifying,

or accrediting agency or commission. Provide a
copy of the current license of the facility.

Response

Erlanger Health System continuously strives to comply with
applicable regulations and make needed changes where
deficiencies may arise to ensure full compliance. A copy of the
current license from the Tennessee Dept. of Health is attached
to this CON application. Further, a copy of the most recent
Letter Of Accreditation from The Joint Commission is attached to

this CON application.

(d) For existing licensed providers, document that
all deficiencies (if any) cited in the last
licensure certification and inspection have been
addressed through an approved plan of correction.
Please include a copy of the most recent
licensure/certification inspection with an
approved plan of correction.

Response

A copy of the most recent licensure/certification
survey report with an approved plan of correction is attached at
the end of this CON application.

8. Document and explain any final orders or judgments
entered in any state or country by a licensing agency
or court against professional licenses held by the
applicant or any entities or persons with more than a
5 % ownership interest in the applicant. Such
information is to be provided for licenses regardless
of whether such license is currently held.

Erlanger Medical Center — PET / CT
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Response

*%* Not Applicable. **

9% Identify and explain any final civil or criminal
judgments for fraud or theft against any persoen or
entity with more than a 5 % .ownership interest in

the project.

Response

+#+ Not Applicable. **

10. If the proposal is approved, please discuss whether
the applicant will provide the Tennessee Health
Services And Development Agency and/or the reviewing
agency information concerning the number of patients
treated, the number and type of procedures performed,
and other data as required.

Response

Applicant will provide the Health Services & Development
Agency with appropriate information in the consideration of this

CON application.

Erlanger Medical Center — PET /CT
CON Annlication — Page 63
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Attach the full page of the newspaper in which the notice of intent
appeared with the mast and dateline intact or submit a publication
affidavit from the newspaper as proof of the publication of the letter
of intent.

Attached is a copy of the Letter Of Intent which was filed with
the Tennessee Health Services & Development Agency on July 10,
2013. The original publication affidavit is also attached.

Erlanger Medical Center — PET / CT
CON Anblication — Page 64 7/12/2013 11:54:16 AM
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DEVELOPMENT SCHEDULE

Tennessee Code Annotated § 68-11-1609(c) provides that a Certificate
of Need is valid for a period not to exceed three (3) years (for
hospital projects) or two (2) years (for all other projects) from the
date of its issuance and after such time shall expire; provided, that
the Agency may, in granting the Certificate of Need, allow longer
periods of validity for Certificates of Need for cause shown.
Subsequent to granting a Certificate of Need, the Agency may extend a
Certificate of Need for a period upon application and good cause
shown, accompanied by a non-refundable reasonable filing fee, as
prescribed by rule. A Certificate of Need which has been extended
shall expire at the end of the extended time period. The decision
whether to grant such an extension is within the sole discretion of
the Agency, and is not subject to review, reconsideration, or appeal.

1. Please complete the Project Completion Forecast Chart
on the next page. If the project will be completed
in multiple phases, please identify the anticipated
completion date for each phase.

Response

The Project Completion Forecast Chart has been completed
and appears on the following page.

2. If the response to the preceding question indicates
that the applicant does not anticipate completing
the project within the period of validity as defined
in the preceding paragraph, please state below any
request for an extended schedule and document the
“good cause” for such an extension.

Response

** Not Applicable. **

Erlanger Medical Center — PET / CT
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an 9 24

PROJECT COMPLETION FORECAH} &&3}5

Enter the Agency projected Initial Decision Date, as published in Rule 68-11-1609(c): __Oct. 23, 2013

Assuming the CON approval becomes the final Agency action on that date; indicate the number of days from the
above agency decision date to each phase of the completion forecast.

Days Anticipated Date
PHASE ' Required (MONTH / YEAR)
1. Architectural and engineering contract signed. % Jan, 2014
2. Construction documents approved by the 45 Mar, 2014
Tennessee Dept. Of Health.
3. Construction contract signed. ' 45 Apr, 2014
4. Building permit secured. 14 -May, 2014
5. Site preparation completed. N/A
6. Building construction commenced. 1 May, 2014
7. Construction 40 % complete. 60 _ Jul, 2014
8. Construction 80 % complete. 30 Aug, 2014
9. Construction 100 % complete (approved 30 Sep, 2014
for occupancy.
10. *Issuance of license. 30 Oct, 2014
11. *Initiation of service. 7 Oct, 2014
12. Final Architectural Certification Of Payment. 30 Nov, 2014
13, Final Project Report Form (HF0055). 30 Dec, 2014
*) For projects that do NOT involve construction or renovation, please complete items

10 and 11 only.

NOTE - If litigation occurs, the completion forecast will be adjusted at the time of the final
determination to reflect the actual issue date.

Erlanger Medical Center — PET / CT

CON Application — Page 66 7/12/2013 11:54:16 AM
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AFFID AL%»

STATE OF TENNESSEE

COUNTY OF HAMILTON

Joseph M. Winick , being first duly sworn, says

that he / she is the applicant named in this application or
his / her / it’s lawful agent, that this project will be
completed in accordance with the application, that the
applicant has read the directions to this application, the
Rules of the Health Services & Development Agency, and
T.C.A. § 68-11-1601, et seq, and that the responses to this
application or any other questions deemed appropriate by

the Health Services & Development Agency are true and

(2

STGNATURE”

complete.

. , 7A
SWORN to and subscribed before me this /& of

Jury 20/3 , a Notary Public in and for the
Month/ Year

State of Tennessee, County of Hamilton.

_ ) -
%ﬁtﬁ (Lone BBt . o
NOTARY PUBLIC &% ‘45_ NE 8,
Y ST X%,
: §3¢ 7 of 3
My commission expires 7’//7 , 20//7/ . ‘gmi ““ﬁssee\gtg
(Month / Day) E.: =:1E‘&OTPB:§ ‘.":e-":?
%/S}‘-. ?UEL\ ""‘\')§
’14 > "uu;ll" \‘\b |

&
&
Q‘

ON \‘\\\

’fFlllllitlttl%l‘
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NOTIFICATION OF INTENT TO
APPLY FOR CERTIFICATE OF NEED

AFTLY TUNR WEIZWTT WA= 1

This s to provide official notice o the Health Services & Deve!qR-
ment'Agemar andl all interested parties, in accordance withT.C.A,
§568-11-1601 et. seq., and the Rules of the Health Services &
Development Agency, that Edanger Medical Center, owned by the
Chattanooga-Hamilton County Hospital Authority D/8/A Erlanger
Health System, with an mmersh]f type of governmental, and to
be managed hr iself, intenids to file an application for a Certifi-
cate of Need for 3 Positron Emission Tomagraphy / Computed
Tomography (PET/CT) Scanner, No other health care services will
be initiated of discontinued,

The facility and equipment will he Incated in ErlanFer Medical
Center, 3t 975 East 3rd Street, Chattanooga, Hamillon County,
Tennessee 37403, The total project cost is estimated
10 be §.4,540,471.00.

‘The anticipated date of filing the application is July 15, 2013,
The contact person for this project is Joseph M, Winick, 5. Vice
President, Erlanger Health System, 975 gast 3rd Streel, Chatta-

nooga, Tennessee 37403, and hy phone at (423) 778-7274.
Upen written request by inferested parties, a local
Fact-Einding public hearing shall be conducted.
Written requests for hear‘lnF should be sent to:
Health Services & Development Agency
Andrew Jackson Building
500 Deaderick Street, Sulte 850
Nashwille, Tennessee 37243
Pursuant o T.C.A, § 68-11-1607(c)(1): (A) Any health care institu-
tion wishing to oppase a Certificate Of Need apé:licatlnn must
file a written notice with the Health Services an Development
Aoericy na later than fifteen (15) days before the regularly sched-
uled Health Services and Development Agency meeting at which
the application is originally scheduled; and {53 Any other person
wishing to oppase the application must file written objection with
the Health Sevices and Devdupmentﬁ.gren:x at or prior ta the
consideration of the application by the Agency.

15811462
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ERLANGER STRATEGIG
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CERTIFICATE OF NEED AD

STATE OF TENNESSEE
HAMILTON COUNTY

Before me personally appeared Pam Saynes who being duly sworn,
that she is the Legal Sales Representative of the "CHATTANOOGA

TIMES FREE PRESS" and that the Legal Ad of which the attached is
a true copy, has been published in the above said Newspaper on the

following dates, to-wit:

July 10, 2013

And that there is due or has been paid the "CHATTANOOGA
TIMES FREE PRESS" for publication of such notice the sum of
$245.52 Dollars. (Includes $10.00 Affidavit Gharge).

Sworn to and subscribed before me, this 10th day of July
2013.
\-..11%_" "“.i..:':._"”}"ff',c,_ Q\EMW pe D—\“-/Xf/l/)
A %s,d(_,vm A e, a ]
SR b, My €bmmission Expires 7/20/2016
..? _v"‘a bfATE E-F?.f}d
- OF
= ¢ TENNESSEr E
= x5 NOmARy =
2V PUBLC SRS
Forlir i e T L R
""-‘,_.p F e P, paet ‘-l‘\"' ‘:‘\
a8 f’"j (") y) ,
Py L N (\ ""el,(sg":“

Chattanongy Times Free Press
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NOTIFICATION OF INTENT TO
APPLY FOR CERTIFICATE OF NEED

This Is to provide officlal notice to the Health Services & Develop-
ment Agency and all interested parties, In accordance with T.C.E‘
§68-11-1601 et. seq., and the Rules of the Health Services &
Development Agancy, that Erlanger Medical Center, owned by the
Chattanonga-Hamilton County Hospital Authority DIBIA Erlanger
Health System, with an ownership type of governmental, and to
be managed by itself, intends to file an application for a Certifi-

cate of Need for a Poslitron Emission Tnmn%r;phy;‘ Computed
Tomography (PETICT) Scanner. No other health care sesvices will
be initiated or discontinued.

The facility and equipment will be located in Erlanger Medical
Center, at 975 East :-Ed Street, Chattanaaga, Hamilton County,
Tennessee 37403. The total opmjecl cost is estimated
1o be § 4,540,471,00,

The anticipated date of filing the application is July 15, 2013.
The contact ferson for this Sproiuct is Joseph M. Winick, Sr. Vice
President, Erlanger Health System, 975 East 3rd Streat, Chatia-
nooga, Tennessee 37403, and by phone at (423) 778-7274.

n writlen rquest by inferested parties, a local
act-Finding public hearing shall be conducted,
Written requests for hearln? should be sent lo:
Health Services & Development Agency
Andrew Jackson Building
500 Deaderick Street, Suite 850
Nashille, Tennessee 37243
Pursuant to 1.C.A. § 68-11-1607(c)(1): (A) Any health care institu-
tion wishing to appese a Certificate Of Need application must
file a written notice with the Heaith Services and Development
ncy no later than fifteen (15) days before the reqularly sched-
uled ﬁ::_ahh Services and Development Agency meeting at which
the application is originally scheduled; and (E‘i Any other person
wishing to {}pg:vose the application must file written objection with
the Health Services and ﬂevelupnwntAﬁ;ancg at ot prior to the
nby 1

35911462

A

cansideration of the applicatio e Agency.
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SQUARE FOOTAGE .AND COST PER SQUARE FOOTAGE CHART

Proposed Praoposed Final Proposed Final
A. Unit/ Department | Exisfing | Existing ﬁmBnoqmé Final Square Footage Cost/ SF
Location 8F Location Lacation Renovated | New New Total
|PET Scan Room I | {7 | ja17 INza |MM 1 - Radiclogy] |[417 |NVA 1|17 1,716.74 1] :.jum.mag.mo I
ﬁ NIA = /A [MM 7 Radiviogy] |[125 [N ﬂ |[2ees2730_ I{
Uptake Room _ NfA MM 1-Radiology| [[346 — [|[Nia 593 I
[Nucicar Med Room [M411 -Radialagy| J250 I [va || [ MM 1 - Radiotogy} |[250 [N T|[zs0 [ llE=qesss
|[Eauipment Room || [N 140. |ruA [raba 4 - Radioiogy] ([140 1 1|]220.345.60 |
?Sgaa Roomi [ 330 _zS ﬂm | |[5s8:52a20 |
| | S | E— [ | — —
| IiL J ] | L Il 1] |
L — | | I | | ___ il |
— |l | = ] ] I | 1l
| —— 1 — | ] —1f || mm— il B[ "
- I _ i ][ — = I 1|
ji ] I i ] ] — |- I Il _
_ |l [ I | T ] I ] ___ I _
L | || | L | I {| - | ! Ii
I 1 — i I _ _ I | Il i |
[ IIL | I I I Il _ — IIf I
I m| _ i i [ | — [ = I 1
L | Il Il | | I | _ | |
B. UnitiDepart. GSF "
SubTota Ll I | — L
C. Mechanicall | | | |
Electrical GSF !lll_’ .LL | _ IJ_m I __ | _ — |__ ﬂ_...
D. Circulation M i m
/Structure GSF h \— : [_ _ _ __ _ _ _ — _”
! . | . 89,702
I L Jhess ]| [ I [1858 3,189,702.84

“SL-Y



96
A-16

AR
Gid erlanger

1

July 8, 2013

To; Ms. Melanis Hill, Executive Director
Health Services and Development Agency
Slale of Tennessee
161 Rosa L. Parks Bivd,

Nashville, TN 37243

Re: Verification of the CON Budgst Summary
Erlanger Baroness Campus
Medieal Mall Radiology Depariment
PET Scan Equipient Installation
875 East Third Slreet
Chatlanooga, TN 37403

Dear Ms. Hill,

We have reviewed the EHS Project # 4495 CON Budget Summary for the proposed PET Scan
Eqjuipment Installation project for the Medijcal Mall Radiology Departriient, a part of the Erlanger
Health System. The CON Budget Summary dated 07/08/13 is based on a preliminary schematic
design which ificludes; mechanicalfelectrical upgrades, IT modifications, Clinical Engineeririg
upgrades, medical equipment costs, and facilities and infrastructure modifications. The scope of
work will affect approximately 1,868 sf within the current Nuclear Medicine Departrient, ata
projected cost of $3,189,709.00, or $1,716.74 / sf.,, excluding FMV and extended mainténance
contracts.

Submitting an opinion of probable costs, we as the owner, accept and understand We do not have
any control over materials, labor, or equipment availability, current market conditions, or the
projected contractor's method of pricing. The EHS Planning and Construction Depaitrents
projections of probable project costs are based on a compilation of historical data of similar
projects, and industry standard prescribed methods of gstimating.

All additional planning and design work to be completed by the EHS corporate architect, or a
selected drchitect-df-recard, will be compliant with alf applicable federal, state, and local codes
and ofdinances, to include the clirrent adopted Terinessee Department of Health licensing
requiretnénts. The final design will conform to all manufacturer's equipment spécifications and a
Medical Physicist's recommendations.

In our opinion the projected costs are teasonable for this scopé of work, size and type of project,
sind compares favorably with similar projects within this market. If you have any-further questions
or comments please feel free to contact me at 423-778 6510(of), or 423-298-3950 (c).

Ghue |
Erlanger Health System
TN License 102349

Enc.

075 %, Third Street, Chattanooga, TN 37403



Erlanger Health System
Chattanooga, TN

Main Campus

[ Approximately 40.7 acres
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ANCILLARY EAST
ANCILLARY WEST
ENGINEERING TRAILER
CARPENTER SHOP
CENTRAL ENERGY PLANT

" CENTRAL (NGINERATOT PLANT

CEHTRAL WING
CONSTRUCTION SERVICES BUILDING
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. FILAVER BUILDING
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&8 erlanger

July 9, 2013

Ms. Melanie M. Hill, Executive Director
Tennessee Health Services & Development Agency
500 Deadrick Street, Ste. 850

Nashville, TN 37243

RE: PET/CT Scanner
Erlanger Medical Center

Dear Ms. Hill,

This letter serves to confirm Erlanger’s intent to fund the cost of the new PET/CT
scanner of § 4,540,471 with funds from operations, subject to CON approval as well as
approval of the Chattanooga-Hamilton County Hospital Authority.

Please let me know if you have any questions or need further information. Thank you for _
your consideration.

Sincerely,

QM/)%/

J. Britton Tabor, CPA
Sr. V. P. & Chief Financial Officer

Q78 Eact Third Straat Chattannnna TN 274N (A2V778-7000 waanw erlanaer.ora
op Py - -




Adverse Effects '
Back & Spine

Burns

Cardiac Surgery
Dermatology

Electrophysiology / Devices

Endocrinology
Gastroenterology
General Cardiology
General Surgery
Gynecology
Hematology

HIV Infection
Infectious Diseases
Invasive Cardiology
Neonatology
Nephrology
Neurology
Neurosurgery
Obstetrics
Oncology
Ophthalmology
Oral surgery
Orthopedics

Other
Otolaryngology
Plastic Surgery
Psychiatry
Pulmonary Medicine
Rheumatology
Signs & Symptoms
Substance Abuse
Thoracic Surgery
Transplant Surgery
Urology

Vascular Diseases
Vascular Surgery

Total -

Source; EHS Planning

EHS -- Analysis Of Average Total Charge
Per Inpatient Admision -- By THA Service Line
For CY 2011

Erlanger Memorial
Med Ctr Hosp
23,723 20,701
57,501 63,560
18,791 21,508
113,138 114,864
11,890 19,317
68,382 76,270
14,942 23,361
20,623 22,558
19,947 22,400
55,456 41,832
26,479 25,606
17,956 20,205
45,797 51,779
53,221 41,868
37,259 39,912
72,902
19,191 22,423
27,851 24,725
71,379 31,584
10,729 17,747
29,147 27,219
16,807 20,476
21,184 22,031
44,210 38,405
51,168 59,652
26,128 29,198
57,210 27,998
16,611 17,614
73,713 38,780
24,070 57,363
16,694 16,932
20,183 19,820
38,416 50,579
105,402
33,055 31,977
17,295 23,437
57,287 66,425
37,747 37,713

103

Parkridge
Med Ctr

22,058
51,782

163,256
20,501
100,428
25,250
34,158
29,766
57,541
30,608
37,207
102,561
65,890
73,990

28,555
33,464
46,439
80,752
39,328
18,427
26,484
49,524
87,406
31,201
53W07
36,297
53,275
59,277
25,140
24,910
77,261

44,290
17,369
81,875

51,689

St Thomas uT
Hosp Med Ctr
16,815 27,873
54,146 63,043
16,057
144,366 97,715
13,812 15,708
82,004 103,453
16,184 19,682
19,368 21,652
18,542 20,795
42,184 53,979
29,516 25,028
22,907 18,620
41,444 25,812
50,396 39,489
43,744 46,864
49,076
16,816 21,671
22,407 27,332
47,719 62,389
16,707 9,621
29,731 27,254
16,134 22,581
12,056 22,473
48,550 47,160
59,515 62,504
17,456 39,836
40,758 37,809
24,741 22,397
43,650 65,297
49,004 29,082
13,909 18,155
14,853 19,706
68,043 37,510
553,257 106,517
35,671 36,310
16,010 20,400
59,029 78,074 .
41,851 38,642

A-23

7/11/2013 12:01 PM
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Erlanger Patien-t. — Pat 10/1/2001 9/30/2012
Dates ; 2002.7076 Health Kindred Hospltal Transfer Eggzigﬁs"a“e“t 12:00:00  12:00:00 izf:g;:ﬁ"“er
. fc.%léd'ﬂﬁr'\fi'aw = . ; ; s w . Ez‘stam Agreement : ,A;'ll AM "
T anger - Patient g 1/1/1995 12/31/2012 .
. e h e RO o Te g 2 Life Care Center 8028 - Patient i Patient Trensfer
metfon List 27 7 % t3 2002.1292C-Health : Trensfer : . 12:00:00 12:00:
e . of Collegedale Loglstics «+ *} Agreement
System Agreement AM AM
Status N
Erlanger Patient 2/1/2000  1/31/2013 8 .
Marshall Medlcal 8028 - Patlent : Pediatric Patient
= 2002.1293C Health Trensfer q 12:00:00  12:00:00
Campliance System Center North Agreement Logistlcs M AM Transfer
Neport Writer Erlanger Patlent ¥ R 1/1/1995  12/31/2012 ..
2007,1204C Health Life Care CoNer Transfer §020 - Patlent  12:00:00  12:00:00 Fatient il
Divectory’ System Agreement 9 AM AM ILEEMENT
] Erlanger Patient _ pati 1/1/1995  12/31/2012
Administration 2002,1306C Health E:’:g erLoving  ynsfer ﬂo’gzgﬁczatuent 12:00:00 © 12:00:00 Hosplce Transfer
Training Materials 5y|5tern AQ{EETE"‘: i\;"ll/ o .;\;'1 o
Erlanger Patien T 31/19" 30/2013 q
200203176 Health | EFaVEle Healh grangre, - FOSSC CRHEMT 12:00:00  12:00:00 el
System Agreement AM AM
Erlanger Jefferson Patient  pati 10/22/2004 6/30/2013 .
2002.1321C Health «  Memorlal Transfer Eggzlitl (;atnent 12:00:00  12:00:00 x;?::;‘mnsfer
System Hospltal Agreement AM AM
Erdanger * . Patlent | = 1/20/1995 1/19/2013 .
20021336C Health  hoanta!” Crek yoangfer 2023 PRUENt 12:00:00  12:00:00 :Z‘r'::;:;at"sw
System Agreement AM AM )
Erlanger " Patlent _ 4/1{2000  3/31/2013 Pediatric Patlent
20021337 Heath  Horphy Medical - prangrer 8028 - Pallent j5:00:00  12:00:00 Transfer
System Agreement 9 AM AM Agreement
Erlanger National Health  Patient - 7/20/2009 7/19/2012 .
002.1338€ Health Care of Transfer  DOZ%- Pallent 15:00:00  12:00:00 ol ie S
System Chattanooga Agreement g AM AM g
5.p. Acquisition  + i
Corporation
Edanger d/bfa Grandview Patlent et 6/26/2009 6/24/2013
8028 - Patient
2002.1343C Health Medical Center  Transfer Logistics 12:00:00 12:00:00  Patient Transfer
i System f/k/a North Agreement 9 AM AM
Valley Medical
Plaza
Erlanger e Patient . 4/10/1982 4/9/2013 s
Northside 8028 - Patient Patient Transfer
2002,1342C, Health Trensfer s 12:00:00  12:00:00
Hospital Logistics Agreement
System Agreement AM AM
2&02_353_(1 ﬁ'::ﬂﬁer Renalssance ;:atfsnfér 8028 - Patient :/22%1330 ‘IIZZg{)ZgéS Patient Transfer
System Rehabilltation Agreement Logistics M AM Agreement
Erlanger Rlvermont Patient 8028 - Patient 1/25/1995 1/24/2013
2002.1372C Health Convalescent Transfer Logistics 12:00:00 12:00:00  Patlent Transfer
System Center Agreement AM AM
- Erlanger The Health Patient 8028 - patient 6/18/2012 6/17/2013
2002,1384C Health Center at Transfer Logistics 12:00:00 ;IA%{DO:OO Patient Transfer
System Standifer Place  Agreement AM
Erlanger. Shepherd Hills  Patient pak 1/25/1995 1/24/2013 .
2002.1385C Health Health Care Transfer Eggziiﬁciahe”t 12:00:00  12:00:00 i:?:g:n';ﬁnsfer
System " Center Agreement AM AM
Erlanger M " Patient N 2/6/2002  6/30/2013 N
ethodist B028 - Patient -00: .00: Patient Transfer
2002.1285C H;sa:g' m Medical Center I;argseﬁgnt Logistics /1&.00.00 }\ZM'OO‘OO Agreement
Erfanger Patlent . 262002 6/30/2013
Brookewood 8028 - Patlent Patient Transfer
2002.1389C Health B Transfar = 12:00;00  12:00:00
System Medicat Center Agreement Logistics M M Agreesment )
Continuum Care
Erlanger Corpomtlun Patient - pati 2/1/1899  1/31/2013 :
2002.1390€ Health d/bja Spring City Transfer Eg;gt.l Patient 17:00:00  12:00:00 ,':;E:;‘;Zﬁ“srﬁr
System Health Care Agreement AM AM
* Center
Newport Medical
Erlanger PatIEnt — 7/14/2009 7/13/2012
2002.1391C Health gj"ggtf(,';/: i TrEOSTEr e Palient  55:00:00  12:00:00  Patient Transfer
System CoEke Cou nﬁy Agreement AM AM
Erlanger Bledsoe Patlent 8028 - Patient 7/25/2008 7/28/2012 )
2002,1430C Health Community Transfer Logistics 12:00:00 12:00:00  Patient Transfer
System Medical Center  Agreement AM AM
Erlanger White County Patient 8028 - Patient " B/29/2000 6/26/2013 pediatric Patient
002.1439C Health Community Transfer Logistics 12:00:00 12:00:00 Transfer
System Hospital Agreement AM AM Agreement
: 8028 - Patient ; 2012 Patient Transfer
2002.1441E Erlanger Consulate Health Patient 3 1/28/2009 1/27/
Health Care f/k/a Transfer  LoBIstES 12:00:00 12:00:00 Agreement
-

e
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Stratford House Agreement
The University of Patlent

Tennessee Transfer
Medlcal Center ~ Agreement
Patlent
Erfanger Bledsoe Transfer
Agreement
Cookevllle Patient
Regional Medical Transfer
Center Agreement
Patient
aggt:ié?unty Transfer
Agreemant
Patient
;Vyeslllgnlzgt Health Transfer
Agreement
Laughlin patient
Memorial Transfer
Hospltzl, Inc Agreement

Fort Sanders Patient
Park West Transfer
Medical Center  Agreement

Patient
Ft Oglethorpe n
ransfer
Nursing Home Agreement
7 Patient
Johnson City
B Transfer
Medical Center Agreement
. Patient
Life Care Center
Transfer
of Chattanooga Agreement
Patlent
St Barnabas
q Transfer
Nursing Home Agreement
Patlent
ﬁg:;;é?dﬁon Transfer
Agreement
National Patient
Healthcare of  Transfer
Rossvllie Agreement

National Health  Patient

Care of Fort Transfer
Oglethorpe Agreement
National Patient
Healthcare of  Transfer
Dunlap Agreement
National Patient
Healthcare of ~ Transfer
Athens Agreement
Shriners Patlent
Hospltals for Transfer
Children Agreement
8 Patient
gl;ﬁ?e.l‘:‘ledlal Transfer
Agreement
Patient

Alexian Village of e

Chattanooga Agreement
. Patlent
aﬁ:Téremorlal Transfer
P Agreament
Bradley
Healthcare & ]
Rehabilitation _l;‘-atlent
ransfer
f/k/a Bradley Agreement
County Nursing
Home
Patlent
Chattanooga Transfer

Surgery Center Agreement
Columbia Indian Patlent

Path Medical Transfer
Center Agreement
Patient
Columbla East
5 Transfer
Ridge Hospltal Agreement
= Patient
P Agreement

NovaMed Eye .
diser | P
S;Jrgery‘ Center  poreement
O

Jamestown
Reglonal Medical Patient
Center, f/k/a Transfer
Fentress County Agreement
Hospital

Gadsden Patient
Regional Medical Transfer

8028 - Patlent
Loglstics

B028 - Patient
Loglstics

8028 - Patient
Logistics

8028 - Patient
Logistics

8028 - Patient
Loglstics

8028 - Patlent
Logistles

8028 - Patient
Logistics

8028 - Patient
Loglstlcs

8028 - Patlent
Logistics

8028 - Patlent
Logistics

8028 - Patient
Logistics

8028 - Patient
Loglstics

8028 - Patlent
Loglstics

8028 - Patient
Loglstics

8028 - Patient
Loglstics

8028 - Patlent
Loglstics

8028 - Patient
Loglstics

8028 - Patient
Loglstics

8028 - Patlent
Loglstics

8028 - Patlent
Logistics

8028 - Patlent
Logistics

8028 - Patient
Loglstics

8028 - Patient
Logistics

8028 - Patient
Logistics

8028 - Patient
Loglstics

8028 - Patlent
Logistics

8028 - Patlent
Logistics

8028 - Patient
Logistics

AM
5/29/2002
12:00:00
AM
10/1/2001
12:00:00
AM
2/10/2010
12:00:00
AM
1/11/2001
12:00:00
AM
6/30/2001
12:00:00
AM

11/23/2011
0

"12:00:0

AM
10/22/1999
12:00:00
AM
1/12/2012
12:00:00
AM
5/29/2002
12:00:00
AM
1/25/1995
12:00:00
AM
1/25/1995
12;00:00
AM
2/1/2000
12:00:00
AM
5/17/2012
12:00:00
AM
5/22/2012
12:00:00
AM
6/20/2012
12:00:00
AM
5/15/2012
12:00:00
AM
7/1/2000.
12:00:00
AM
2/6/2002
12:00:00
AM
1/1/1995
12:00:00
AM
2/7/2001
12:00:00
AM

3/23/2009
12:00:00
AM

11/17/2010
12:00:00
AM
1/13/1957
12:00:00
AM
3/31/1998
12:00:00
AM

10/22/1996
12:00:00
AM
6/27/2002

12:00:00
AM

5/14/2012
12:00:00
AM

B/11/2009
12:00:00

AM
6/30/2013
12.:00:00
AM
6/30/2013
12:00:00
AM
2/9/2013
12:00:00
AM
6/30/2013
12:00:00
AM
6/30/2013
12:00:00
AM
11/22/2012
12:00:00
AM
10/21/2012
12:00:00
AM
1/11/2013
12:00:00
AM
6/30/2013
12:00:00
AM
1/24/2013
12:00:00
AM
1/24/2013
12:00:00
AM
1/31/2013
12:00:00
AM
5/16/2013
12:00:00
AM
5/21/2013
12:00:00
AM
6/15/2013
12:00:00
AM
5/14/2013
12:00:00
AM
6/30/2013
12:00:00
AM
6/30/2013
12:00:00
M
12/31/2012
12:00:00
AM
2/6{2013
12:00:00
AM

3/22/2012
12:00:00
AM

11/16/2012
12:00:00
AM
1/12/2013
12:00:00
AM
3/30/2013
12:00:00
AM
10/21/2012
12:00:00
AM

6/30/2013
12:00:00
AM

5/13/2013
12:00:00
AM

8/10/2012
12:00:00

Patient Transfer
Agreement

Patfent Transfer
Agreement

Patlent Transfer
Agreement

Patient Transfer
Agreement

Patient Transfer
Agreement

Patlent Transfer .
Agreement

Patlent Transfer
Agreement

Patlent Transfer
Agreement

Patient Transfer
Agreement

Patient Transfer
Agreement

Patlent Transfer
Agreement

Pediatric Patient
Transfer
Agreement

Patlent Transfer
Agreement

Patient Transfer
Agreement

Patient Transfer
Agreement

Patient Transfer
Agreement

Pediatric Patlent
Transfer
Agreement

Paﬂént Transfer
Agreement

patient Transfer
Agreement

Pediatric Paltient
Transfer
Agreement

Patient Transfer
Agreement;

Patient Transfer
Agreement

Patient Transfer
Agreement

Pedlatric Patient
Transfer
Agreement

Patlent Transfer
Agreement

Patient Transfer
Agreement

Patient Transfer
Agreement

Patient Transfer
Agreement
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Center

Emory
Cartersvllle
Medical Center

Healthsouth
Chattanooga
Surgery Center

Harton Regional
Medical Center

St Mary's Health
System, Inc

Memorial North
Park Hospltal

United Reglonal
Medical Center

Southern
Tennessee
Medical Center

Riverview
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Cénter North,
ffk/a Smith
County Hospital
Siskin Hospital
for Physical
Rehabilitation

Roane Medical
Center
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Medical Center
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Center

Medical Center
of Manchester

Livingston
Regional
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Southern
Tennessee
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Hospital -
Cumberland
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Medical Center

Chatuge

Agresment

Patient
Transfer
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Patient
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Patient
Transfer
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Patient
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Patient
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Patient
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Patient
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Patient
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Patient
Transfer
Agreement
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Transfer
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Transfer
Agreement
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Transfer
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Patient
Transfer
Agreement
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Transfer
Agreement

Patient

8028 - Patient
Logistics

8028 - Patient
Logistlcs

8028 - Patient
Logistics

8028 - Patient
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8028 - Padent
Logistics
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8028 - Patient
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8028 - Patient
Logistics

8028 - Patient
Logistlcs

8028 - Patient
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8028 - Patlent
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8028 - Patient
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8028 - Patient
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8028 - Patient
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8028 ~ Patient
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8028 - Patient
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8028 - Patient
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8028 - Patient
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8028 - Patient
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8028 - Patient
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Logistics

AM
5/21/2012
12:00:00
aM
4/13/1959
12:00:00
AM |
12/8/2011
12:00:00
AM
4/1/2003
12:00:00
AM

3/10/2009
12:00:00
AM

9/28/2008
12:00:00
AM
9/29/2010
12:00:00
AM

12/5/2011
12:00:00
AM

10/18/2008
12:00:00
AM

9/28/2008
12:00:00
AM
9/28/2008
12:00:00
AM
1/17/2012
12:00:00
AM
12/5/2011
12:00:00
aM
4/19/2012
12:00:00
AM
12/5/2011
12:00:00
AM
11/30/2011
12:00:00
AM
11/22/2011
12:00:00
AM
6/18/2012
12:00:00
AM

10/17/2008
12;00:00
AM

12/2/2011
12:00:00
AM
12/1/2011
12:00:00
AM

9/28/2008
12:00:00
AM

9/29/2008
12:00:00
AM

12/1/2011

AM

flzz%zgé:’ Patient Transfer

aM Agreement

%33[/)2333 Patient Transfer
Agreement

12/7/2012 Patient Transfer

12:00:00
M - Agreement
3/31/2013 Patlent Transfer

12:00:00
AM Agreement

3/9/2012 p
12:00:00 Patient Transfer
AM‘ * Agreement

%zgézg ; : Patient Transfer
AM Agreement
9/28/2012 Patient Transfer

12:00:00
AM Agreement

12/4/2012 Patient Transfer

12:00:00
aM Agreement

10/16/2011 Pediatric Patlent
12:00:00  Transfer
AM Agreement’

%Zgézgél Patient Transfer
AM‘ : Agreement
%2;628(1)1 Patient Transfer
AM. ) Agreement
141342833 Patient Transfer
M : Agreement

E/ 3{12332 Patient Transfer
AM. ° Agreement
:/213{)2833 Patient Transfer
AM‘ ' Agreement
ii‘/gézgéz Patient Transfer
AM. ‘ Agreement
E/gg/gglz Patient Transfer
AM’ ) Agreement
11/21/2012
12:00:00  Patlent Transfer
AM

6/17/2013

12:00:00  Patlent Transfer
AM

10/16/2011 Patient Transfer

12:00:00
am Agreement

12/1/2012
12:00:00  Patlent Transfer
AM

11/30/2012 Patient Transfer

12:00:00
M Agreement

S/27/2041  patient Transfer
AM' : Agreement

3/223/02331 Patlent Transfer
AM' ' Agreement

11/30/2012



TractManager

2002.2746C Health
System

Erlanger

2002.2777C Health
System

Erlanger

2002.2788¢; Health
System

Erlanger

2002.2830C Health

. e System
Erlanger

* 2002.2854E Health

System

Erlanger

2002.2891E Health
System

Erlanger

2002.3545C Health
System

Erlanger

2002,3609E Health

System

Erlanger

2002,3688C Health
System

Edanaer

2002.3815C Health
System

Erlanger

2002.4049C Health
System

Erlanger

2002,4187E Health
System

Erlanger

2002.4215E Health
System

Erlanger

2002.4635E Heslth
System

Edanger
2002.4833C Health

System
Erlanger

2002.4857C Health

System
Erjanger
2002,4874C Health
System
Erlanger

2002,5425C Health
System
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Reglonal Transfer
Hospital Agreement
Sparta Hospital
Corporation Patient
d/bfa White Transfer
County Hospital, Agreement
e
Patlent
;:r::&l:nooga Transfer
glng Agreement
Patient
Gordan Hospltal Transfer
Agreement
Chattanooga Patlent
Rehabliitation ~ Transfer
Hospltal Agreement
Deltalb Reglonal )
Madical Center, 'lﬁanf:fsnfir
fiflefa Baptist
DekKalh Hospital Agreement
National
Heslthcare of  Patient
Cleveland, Inc.  Transfer
d/b/a Skyridge  Agreement
Medical Center
3 Patient
é;';en: Surgery Transfer
Agreement
Burks GenCore B
Co, Inc.djb/a 1t Nom
The Genesls Software
Group
Patient
Memorial Mission Transfer
Surgery Center Agreement
Vanderbllt Patient
University Trensfer
Medical Center  Agreement
Doctors Hospital .
of Augusta, LLC ?;F:fs'}gr
d/b/a Doctors Agreement
Hospitzl ;
Memorial Health
Care System,
Inc., @ Kentucky
non-profit Patient
corporation, Transfer
d/bfa Memorial Agreement
Hospital
{Memorial On
Call)
Hutcheson
Medical Center, Patlent
Inc. d/b/a Transfer
Hutcheson Agreement
Medica! Center
Eye Surgery Patient
Center of Transfer
Chattancoga Agreement
. Patient
L}Eﬁ;a Cirzlgenter Transfer
of EastRidge  agreement
. Patlent
L|rfi| '():‘22?1 Center ¢ oncfer
N Agreement
. Patient
Islﬁnalssaggeter Transfer
rgery Center  pgreement

8028 - Patient
Logistics

8028 - Patlent

Loglstics

8028 - Patient
Logfstics

8028 - Patient
Logistics

" 8028 - patient

Logistics

8028 - Patient
Loglstics

8028 - Patient
Loglstics

8028 - Patient
Logistlcs

7149 - LifeForce
Communications

8028 - Patlent
Logistics

8028 - Patlent
Logistics

8028 - Patient
Logistics

B028 - Patient
Logistics

8028 - Patlent
Lopistics

8028 - Patient
Logistics

8028 - Patient
Logistlcs

8028 - Patient
Logistics

8028 - Patient
Logistles

12:00:00  12:00:00
AM AM

4/25/2012  4/24/2013
12:00:00  12:00:00
AM AM

12/30/2010 12/29/2012
12:00:00 12:00:00
AM

7/1/2012  6/30/2013
12:00:00 12:00:00
AM AM
2/3/2009  2/2/2012
12:00:00  12:00:00
AM AM

9/28/2008 9/27/2011

12:00:00  12:00:00
AM AM

1/10/2007  10/6/2012

12:00:00  12:00:00
AM AM
7/28/2009  6/27/2012

:00:00  12:00:00
AM AM

12/21/2007 12/20/2012
12:00:00  12:00:00

AM AM

12/14/7911 1/12/7012
12:00:00  12:00:00
AM AM

7/1/2008  6/30/2013
12:00:00  12:00:00
AM AM

2/23/2009 2/22/2011
12:00:00  12:00:00
AM AM

3/10/2009 3/8/2012
12:00:00  12:00:00
AM AM

5/13/2010 5/12/2011
12:00:00  12:00:00

AM AM

9/15/2010 9/14/2012
12:00:00  12:00:00
AM AM
11/10/2010 11/5/2012
12:00:00 12:00:00
AM AM
1/1/2011  12/31/2012
12:00:00  12:00:00
AM AM
2/16/2012 2{15/2013
12:00:00  12:00:00
AM AM

Patient Transfer
Agreement

Patient Transfer
Agreement

Patlent Transfer
Agreement

Patient Transfer
Agreement

Patlent Transfer
Agreement

Patient Transfer
Agreement

Patient Transfer
Agreement

Pattent Transfer
Agreement

GenWatch 3 FEU
Hospltal Disaster
Recovery
Monltor Systam
Software

Patlent Transfer
Agreement

Burn Patient
Transfer

Patlent Transfer

Patient Transfer:
Bledsoe

Patlent Transferz
Percutaneous
Cardiac
Intervention

Patient Transfer
Patient Transfer

Patlent Transfer

Patient Transfer
Agreement
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¥ The Joint Commission

April 16, 2012
' Re: #7809

CCN: #441306

Program: Critical Access Hospital

Accreditation Expiration Date; Decantber 28, 2014

Charlesetia Woodard-Thompson
Chief Executive Officer
FErlanger Health System

975 East Third Street
Chafttanooga, Tennessee 37403

Dear Ms, Woodard-Thompson:

This letter confirms that your September 26, 2011 - Sepfember 27, 2011 unannounced full resurvey was
conducted for the pueposes of assessing compliaace with the Medicare conditions for critical access

Lospitals through The Joint Commission’s deerned status survey process.

Based upon the submission of your evidence of standards compliance on March 20, 2012 and the
su¢cessfil on-site Medicare Deficiency Follow-up event conducted on November 11, 2011, the areas of
deficiency Hsted below have been removed, The Joint Commission is grauting your organization an
aceredifation decision of Accredited with an effective date of September 28, 2011, We congrafulate you

on your affective resolution of these deficiencics.

§482.12 Condition of Parficipation: Governing Body
§482.13 Condition of Participation: Paticnt’s Rights

348223 Condition of Pasticlpstion: Nursing Services
§482.24 Condition of Participation: Medical Record Services
§482.25 Condition of Pasficipation: Pharmaceutioal Services
§482.26 Condition of Pasticipation: Radiclogic Services
§482.41 Condition of Participation; Physical Environment
§482.42 Condition of Participation: Infection Conirol
§482.51 Condition of Participation: Surgical Services
§485.623 Phygical Plant and Environment

The Joint Commission is also recommending your organization for continued Medicare cerfification
effestive September 28, 2011, Pleass note that the Centers for Mediczre and Medicaid Services (CMS)
Regionat Office (RO) makes the final defermination regarding your Medicare participation and the
effective date of participation in accordance with the regulations at 42 CFR 489.13, Your erganization is
encouraged fo share a copy of this Medicare recomacadation fetier with your State Survey Agency.

This recommendation also applies to the tollowing location(s):

Academo Interal Medicine and Endocrinology

Headguarters

DOne Remaissance Boulevasd
Oakbrov), Tarace, 1L 60181
630 792 5000 Voice

weranjairteommissicr.org
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972 E. Third Street, Suife B-601, Chattanooga, TN, 37403

Academic Gastroenterology :
$79 East Third Street, Suite C-825, Chattarraoga, TH, 37403

Academic Urologist at Erlanger
979 East Third Street, Stite C - 535, Chatiznoogs, TN, 37403

Alion Park (Southside) Community Health Center
100 Eusk 37th Street, Chattanooga, TN, 37410

Developmental Pediatrics
1101 Carter Sireet, Chattanooga, TN, 37403

Dodson Avenne Community Health Conter
1200 Dodson Avenue, Chatfancoga, TN, 37406

Ertanger Academic Urclogists
1755 Gunbarrel Road, Suite 209, Chattancoga, TN, 37421

Etlanger at Alexian
579 Alexian Way, Sufte 401, Signal Meuntain, TN, 37377

Erlanger at Volkswagon Drive Welliess Center
7380 Volkswagon Drive, Suite 110, Chattanooga, TN, 37416

Erlanger Bledsoe Hosgital
128 Wheelertown Road, Pikeville, TN, 37367

 Brlanger Bledsoe Tnferasl & Pediatric Medicine
136 Wheelertown Avenue, Pikoville, TN, 37367

Erlauger East Comprehensive Care
1755 Guabarsrel Road, Suife 106, Chattancoga, TN, 37421

Erlanger Bast Family Medicine
1735 Gunbarrs] Road, Sults 200, Chattamooga, TN, 37421

Erlanger Health System - East Campus
1751 Gunbarie] Road, Chattancoga, TN, 37421

Erlanges Health Systeth - Main Sits
dfbfa Bilanger Heslth System « Baroness Campus
975 Eagt Third Strest, Chatfanoogs, TN, 37403

v joinicammission.arg Heatquarters
Cite Renaissance Boulevard

Oakbrook Termce, IL 60181
630 792 5000 Yolce

A-30
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Erlanger Health System - North Campus
632 Morrison Springs Road, Chattanooggz, TN, 37415

EtTanger Hypertension Management Center
079 East Third Street, Suite B601, Chatiancoga, TN, 37403

Erlanger Neurclogy Group
979 East Third Street, Suite 1202, Chattancoga, TN, 37403

Erlanger North Family & Multi-Speciglity Practice
632 Morrison Springs Road, Chattaroaga, TH, 37415

Erlanger Qoltewah Family Practice
9309 Apison Pike, Coliewah, TN, 37363

Erlanger South Family Practice .
5195 Battlefield Parkway, Ringgold, GA, 30736

Erlanger Specialty Care for OB and Peds
1504 North Thornton Avenns, Suile 104, Dalton, GA, 30720

Kidney Transpiant OutPationt Clinic
975 East Third Street, Suite 1105, Chattanooga, TN, 37403

Kidngy Transplant Outpatient Clinio
975 East Third Strect, Suite 1002, Chatianoogs, TN, 37403

Life Style Cenigr - Cardiag Rehab
325 Market Strect, Chattariooga, TN, 37401

Lifestyle Hypertension Center and Surgical Weight Loss
325 Market Street, Suife 200, Chattanooga, TN, 37401

Southenst Regionsl Stroke Center
979 East Thied Street, Suite C830, Chatianooga, TN, 37403

Southern Orthopaedic Traume Surgeons
979 East Thied Street Suite A-450, Chattancogs, TN, 37403

TCT Cardiology/GY/Genatios
010 Blackford Street - 3rd Ft Massoud, Chattancogs, TN, 37403

TCT Children's Subspecialty Center
2700 West Side Drive, Cleveland, TN, 37312

Heatnuarters

One Resuissance Boulevard
Oakbrook ‘Tenace, 1. 60151
630 792 5000 Voice

vnaw jolrfcammissimuars
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TCT Denmatology
979 East Third Streed, - 4th £1 Med Mall, Chaitanooga, TN, 37403

TCT Bndocring
©10 Blackford, 1st 1 Massoud, Chetfarooga, TN, 37403

TCT Hematology/Oncology
910 Blacktord Sireet - 5¢h £l Massoud BE, Chattauooga, TN, 37403

TCT Nephrology and Urology
979 East Third St. Med. Mzll, Ste C 735, Chattanoogs, TN, 37403

Universify Health Obstetrics & Gynecology
979 East Third Street, Suite C-725, Chatiancoga, TN, 37403

University Health Services
1100 East Third Sireet, Suile 102, Chattanooga, TN, 37403

University Medical Assoo
960 Hast Third Sireet, Chatiarooga, TN, 37403

University Pediatrice
910 Blaclkford Street - Gt floor Massoud, Cliattansoga, TN, 37403

University Puimology and Rhicumatology Associates
979 East Third Street, Suite B-805, Chaitarcoga, TN, 37403

UT Erlanger Cardiology
975 Bagt Third Street, Suite C-520, Chattarooga, TN, 37403

UT Erlanger Cardiology East
1614 Gunbarrel Read, Ste 101, Chatianonga, TN, 37421

UT Erlanger Lookout Mt Primary Cars
1600 McFarland Road, Lookout Mountaln, GA, 30750

UT Erlanger Primaiy and Athletic Health
1250 Pineville Road, Chaitancogs, TN, 37405

UT Family Practice
1100 Bast ‘Thivd Strest, Chatiznooga, TN, 37403

UT-Erlanger Women's Health Specialisis
3309 Cunnnings Hwy, Suile A, Chaftanooga, TN, 37419

Headquarters
Qe Renalssance Foubevard
Oakbrook ‘Lirace, L 60181
630792 5000 Yoico

Wiy fehirtn sl ssienerg
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Workforce at UT Family Practice
1100 East 31d Street, Chattastooga, TN, 37403

We direct your aftention fo some impaortant Joint Comsmission policies. First, your Medicare report is
publicly accessible as required by fhe Joint Conumigsion’s agreement with the Centera for Medicare and
Medicaid Services. Second, Joint Comnrission policy requires fhat you inform us of any changes in the
nante or ownership of your organization, or kealth care services you provide.

Singerely.

Ann Scott Blowin, RN, Ph.D.
Executive Viee President
Accreditation and Ceriification Operations

CME/Cenfral Office/Susvey & Certification Group/Division of Acute Cars Services

GC:
CME/Regional Office 4 /Survey and Certification Staff

Headquarters
One Renaissance Boulevard
Oakbrook Temics, IL 60181
630 792 5008 Voica

vewwsiaintoomndasiorars
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A-34
DEPARTMENT OF HEALTH AND HUMAN SERVICES , . " FORM APPROVED
CENTERS FOR MEDICARE & MEDICAID SERVICES OMB NO. 0938-0381
STAYEMENT OF DEFIGIENCIES (X1) PROVIDER/SUPPLIER/CLIA (X2) MULTIPLE CONSTRUGTION (X9) DATHE SURVEY
AND PLAN OF CORREGTION IDENTIFICATION NUMBER! A BUILDING GOMPLETED
G
446104 B, WING : 061412013
NAME OF PROVIDER OR SUPPLIER STREET ADDRESS, CITY, STATE, ZIP OODE
ER{ANGER MEDICAL CENTER 875 £ 8RO ST
CHATTANOOGA, TN 37403
(X4) ID SUMMARY STATEMENT OF DEFIGIENCIES o PROVIDER'S PLAN OF CORRECTION (xs)
PREFIX (EACH DEFICIENCY MUST BE PRECEDED BY FULL PREFIX (EACH CORREQTIVE AGTION SHOULD BE: COMPLETION
YAG REGULATORY OR LSG IDENTIFYING INFORMATION) TAG CROSSREFERENCED TO THE APFROPRIATE AL
DEFICIENCY)
A 145 482.13{c){(3) PATIENT RIGHTS: FREE FROM A 145
ABUSE/HARASSMENT :
The patlent has the right to be free from all forms
of abuse or harassment,
This STANDARD g not mef as evidenced by: * e
Based on review of facllity policy, review of staff Plan of Correction;
education literature, medical record review, - , , ,
review of facllity Investigation documentation, and 1. What corrective action(s) will be
intarview, the facility failed to implement the acconiplished for those res1dents/pat1en’fs
abuse policy for three patlents (11, #2, and #3) of fouud. to have been affected by the deficient
seven sampled patlents. practice?
The findings Included: Mandatory education of all staff to prevent
Review of faclty poll N er ST e future similar incidents involving our patients. 72812013
ity policy Number; . ed,
“Abuse Raportln"g" most recently revised In June 2. How will you identify other
§8§§é£f¥§§é?§é é.é\!{\s/glgl"lw ;tggal}'aatsh ;esajgjré (t;?of r?;idengsépe_:éien ts hav]inig the potential to ge
v affecte same deficient practice an
ahuse/neglect or exploitation, the approprlate ; what corr::ctilfe action w;ilie;e fakecuf? ¢ |
authorities will be netified...If a hospital admitted )
pRatlent demonstrates any of the criteria for abuse, All patients are considered to be at risk for the i
Sesour_ge ’}ﬂa;ag‘gim ent or House deficient practice therefore, the following :
upervisor/Administrative changes will be completed. .
Representative.. should be contacted for :
appropriats referrat/notification,..Staff °  Anxevision of the Employee Code of 2080013
Education...[ssues of abuse will be presented at Conduct agreement to include abuse is in
gg 325{%?..@!{1;;&1 t;j)flyo};?}zsp?g]c;%iergse - process pending Board approval,
handllng the vistims of abuse and/or negleat." ; °  Revise “Patient Assault and Abuse by 7582013
' Ithoare Professionals” einpl
fleview of facllity polloy Number:8316.074 titled, iiefcatf;ﬁnfgﬁffﬁﬁfcs) tg’ﬁ{’cﬁf[f:
Occurrence F{el Portlng: Sarlous Safety; and reporting requirements and consequences
Sentinel Events” most recently revised In for not renorting wi 1 d
November 20190, revealed, "..outlings the fur not reporilng wWhnessed o suspoots
procedurs for Jdentlfylng, reporting, responding ' anﬁc ;d.&ﬁi;é:bfﬁﬁgflect witheference to
to, and analysis of patlent or Visitor-related PP5E00 ONGISS:
events, Including Serlous Safety and Sentinel
TITLE ~(X6) DATE

ABORATORY DIREOTOR'S OR PROVIDER/SUPPLIER REPRESENTATIVE'S SIGNATURE

ny deflolency statement’andlng with an nglerisk (*) donolss u dofllency which th Institution may be excused from corracting providing It Is determined that
Iher safeguards provide suffialant protaction to tha patlents. (Sea Instructions.) Excepl for nwging homes, the fladings stalod above ara diselosable 60 days
Mowing the date 6f survey whether or not a plan of cotraction I3 provided. For nursing homes, the above findings and plans of ¢orracilon aré dlaclosable 14

ays [ollowing the dala these documsnts ara mada avallable ta the faclly, If deficlenclos ore ¢lied, an approved plan of corroetien s requislie to continuod
rogram paciclpation,

ORM CM8-2587(02:99) Provious Yersiona Obsdlste ' Event.lDE4oU211 Focllly I0; TNP631140 If continuation sheet Paga 1 of 4
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DEPARTMENT OF HEALTH AND HUMAN SERVICES " FORM ABPROVED
_CENTERS FOR MEDICARE & MEDICAID SERVICES OMB NO. 09380381
STATEMENT OF DEFICIENCIES (41) PROVIDERISUPPLIER/CLIA {X2) MULTIPLE CONSTRUCTION {X4) DATE SURVEY
AND PLAN OF CORREGTION IDENTIFICATION NUMBER: A, BUILDING COMPLETED
G
440104 B WING 06/14/2013
NAME OF PROVIDER OR SUPPLIER STREST ADDRESS, CITY, STATE, ZIP CODE '
976 E3RD ST
ERLANGER MEDICAL CENTER CHATTANOOGA, TN 37403
, N 1]
(X4 1D SUMMARY STATEMENT OF DEFIGIENCIES 1D PROVIDER'S PLAN OF CORREGTION o)
PREFIX (EACH DEFICIENDY MUST BE PRECEDED BY FULL PRERIX (EACH CORRECTIVE AOTION SHOULD BE . | COMPLETION
TAG REGULATORY OR LSC IDENTIFYING INFORMATION) TAG caoss-ﬁessneggﬁg r‘éﬁ g{))ﬁ APPROPRIATE DATE
A 148 Continued From page 1 A145] 3, What measures will be put into place or
?V@ﬁtsg and the completion of an oceurrence or what systemic changes will you malke to
incldent report, The following s & nonelnclusive ensure that the deficient practice docs 1ot
fist of senting[ even(ts: Abus?...oc?urrences will peeur?
be reported by the (Fospital) employae or
physician most closely involved [n the situation (or o A yeyic
\f«vho witnessed the incldent) as soon as possible ‘é;]fgf;lf ;‘gfgégfeftniglﬁﬁz dcéoac{):‘s)f ol s,
ollowing the event..As part of the Hospital's ) . ; '
ron-punitive environment...staff may maintain progess pendtas Bz appioval
anenymitly unless the event Is the résult . I
of...ovents involving suspected patient abuse of e AL e and Abusoby | 728013
any kind...Documentation in the medical racord Healtheare Professionals™ employee
should include...briaf, objectiva statsment of the ‘f’d“cﬁﬁ‘m module fo.jnclude repor ting
facts refating to the oceurrence...” lqulicgmem,il and °d°"seque“°?3 df?l ‘}gt .
reportuig wilnessed or SUSPG_C €d meidents
Review of staff abuse education literature of aQtwe/negle_ct‘ with reference to all
provided by the facillty on June 12, 2013, applicable policfes.
ravealed,".. This course will help you fulfilt vour
legal and ethigal duty to protest and seva ° Mandatory education of all staff system- 712812013 ¢
patlents. You will learn about: Patient wide,
ahuse.. after completing this course, you should : I ) , ’
ba able to,..Define types of abuse,.l&enliry 4, H'OW the corrective actions(s) w1!l_be
warning signs of abused patients and abusive monitored and the person(s) responsible for ;
providers...Protecting Patients: Best mpmtonng to ensuve the deficient practice |
Practices...Report suspected abuse will not recur? :
immediately..."
] ¢ HLC “Patient Assa.ult and Abuse by -
Review of a facility Investigation Report (Patient Healtheare Professionals™ education will be ‘
#1) dated February 25, 2013, revealed, “..Each monitored for a completion rate of 90% of
incldent Involves the same nurse..Date of all healthcare workers by the corrective
Occurrence: 12-20+12..informeation was mads action plan due date.
known on 2/14/13,.nurse was witnessed
penetrating th@ Patient’s rectum at least 7 tirmas © The Abuse/Neglect Team will be
before det.em'll,imng that the patlent did not have responsible for the monitoring reporting Ongoing
an impaction, witnessed or suspected incldents of
. abuse/neglect.
Review of a faclity lnvestigation Report (Patlent & i
{2) dated February 25, 2013, revealed, "..Date of
Oceurrence; 12/26/12.,. The nurse yelled atthe
Faollity I0: TNP531 140 if continyation sheel Page 2 ¢of 4

IORM CMS-2567(02-09) Provious Varlona Obsolota Event iD:40U211
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DEPARTMENT OF HEALTH AND HUMAN SERVICES FORM APPROVED
LCENTERS FOR MEDICARE & MEDICAID SERVICES _ OMB NO. 0838-0391
STATEMENT OF DEFICIENCIES {X1) PROVIDER/SUPPLIERICLIA (X2) MULTIPLE CONSTRUCTION (X3) DATE SURVEY
{ND PLAN OF CORRECTION IDENTIROATION NUMBER! A SUILOING GOMPLETED

e
440104 B, WING 06/14/2013

NAME OF PROVIDER OR SUPPLIER

STREET ADDRESS, CITY, STATE, ZIP CODE
576 E 3RD 8T

ERLANGER MEDICAL CENTER CHATTANOOGA, TN 37403
SUMMARY STATEMENT OF OEFICIENCIES 10 PROVIBER'S PLAN OF CORREQTION [t&]
Igé“E)FI& (EAGH DEAIGIENCY MUST BE PRECEDED BY FULL PREFIR (EACH OORREGTIVE ACTION SHOULD BE ¢0?21’A’~,}'=E‘"0N
TAG REGULATORY OR LSG IDENTIRYING INFORMATION) TAG OROGS-REFERENCED 1O THE APPROPRIATE
A 145! Continued From page 2 A145

patient...and pulled the curtaln to the room
closed. A staff membar heard this and turned on
the monitor for that bed and walched the nurse
grab tha patient by the jaw and shove the NG
(naso-gastric) tube back down...nostril In a very
forceful and abusive manner.”

Revlew of a facllity Investigation Report (Patlent
#3) dated February 25, 2018, revealed, "...Date of
Oceurrencea! 1/11/13..(Nurse B) was observed
pushing on the patient's abdomen and inserting a
finger into the patient's rectum to ramova facas.
Nurse B made commente ahout the paflent's Jack
of sphincter tone and the ¢olor and consistency of
the patient's feces...”

Patlent #1 was admitted to the facility on
December 19, 2012, with diagnosss Inciuding
Dementia,

Medleal record review of a Discharge Summary
dated December 24, 2012, revealed, . .stabls for
discharge..." Madiéal record raview revealed no
documantation regarding abuse,

Patient #2 was admitted to the facllity on
December 23, 2012, with diagnoses Ingluding
Pneumontz, :

Medleal record raview of a Dlscharge Sumenary
dated January 2, 2013, revaaled, "...stable for
discharge to Nursing Home..." Medical record
review revealed no documentation regarding
abuyse,

Patient #3 was admitted fo the facllity on

IORM CMS-2587(02-98) Pravious Verlons Obsolota

Evant (D;40U214

Hogliity 10: TNRS31140

if continuation sheet Page 3 of4
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DEPARTMENT OF HEALTH AND HUMAN SERVICES " FORM APPROVED
CENTERS FOR MEDICARE & MEDICAID SERVICES OMB NO. 09380301
ITATEMENT OF DEFICIENCIES {(X1) PROVIDER/SUPPLIER/CLIA {%2) MULTIPLE CONSTRUCTION (%3) DATE SURVEY
D PLAN OF CORRECTION | IDENTIFICATION NUMBER! A, BUILDING GOMPLETED

[a}

440104 B WING 06/14/2013

NAME OF PROVIOER OR SUFFLIER
ERLANGER MEDICAL CENTER

STREET ADDRESS, CITY. STATE, ZIF CORE
976 E 3RD ST

CHATTANGOGA, TN 37403

(X4) 1D
PREFIX
TAG

SUMMARY STATEMENT OF DEFIGIENGIES
(EAGH DEFIGIENGY MUST BE PRECEDED BY FULL,
REGULATORY ORLSC I0ENTIRFYING (NFORMATION)

0
PREFIX
TAG

DEFIGIENGY)

PROVIDER'S PLAN OF CORRECTION (X6}
{EACH CORREQTIVE ACTION SHOULD BE COMPLETION
CROSS-REFERENCED TO THE APPROPRIATE DATE

A 145

'| Patlent #3 were reported.

Continued From page 3

December 24, 2012, with diagnoses including
Pulmonary Embolism. Medical record review of a
nursa's note dated January 10, 2013, at 11:41
p.m., revealed, ",.pronounced dead..." Medical
tecord raview revealed no documentation
regardlng abuse.

Interview with the Clincal Qutcomes Coerdinator
on June 12, 2013, at 11:00 aun,, Inan
administrative conference room, revealed the
faollity was unaware of the allegatlons regarding
Patients #1 and #2 untll the allegations regarding

Interviews with the Risk Manager on June 12,
2013, at approximately 11:10 a.m. and 11:40
a.m., in an administrative conference room,
revesled staff falled to report suspected abuse
Immediztely and document in the medical record.
Continued interview confirmed the facllity felled to
i#rgplement facitity policy for Patlents #1, #2, and

C/O: #31264

A146

IORM CMS-2587{02-99) Proviour Verslona Obselels Event 10;40U211

Paglity 10: TNPE31140 (£ conllnuatien sheat Page 4 of 4
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FORM APPROVED
Dlvision of Haalth Care Facllitles
STATEMENT OF DEFICIENCIES (X1) PROVIDER/SUPPLIER/CLIA (¥2) MULTIPLE CONSTRUCTION (%3) DATE SURVEY
ANO PLAN OF CORREGTION IDENTIFICATION NUMBER! A, BULDING: QOMPLETED
. . |
TNPE31140 B. WING 0671412013
NAME OF PROVIDER OR SUPPLIER STREET ADDRESS, CITY, STATE, ZIP CODE
ERLANGER MEDICAL CENTER gzs;%gx\}?osg-ep" TN 37403
SUMMARY STATEMENT OF DEFICIENCIES o0 PROVIDER'S PLAN OF CORREGTION (X5)
é’é‘@é& (EACH DEFICIENGY MUST BE PREGEDED BY FULL pR';.;le (EACH CORRECTIVE ACTION SHOULD AE COMPLETE
TAG REGULIATORY OR LSC IOENTIFYING INFORMATION) TAG CROSS-REFEREggEI%!Eg g%EAPPROPRIA‘I‘E DATE
H 001; 1200-8-1 Inillal H 001

During a complaint invéstigation at Erfanger

Medical Center on June 14, 2013, no deficlencles

ware cited under 1200-8-1, Standards for

Hospitals, )

ClO: #31062, #31264, #31703
Sivision of Heallh Cara Faciitios

TITLE (%6} DATE

ABORATORY DIRECTOR'S OR PROVIDER/SUPPLIER REPRESENTATIVE'S SIGNATURE

STATE FORM

o

40U214

If canlinuation shost 1 of 1



119

CURRICULUM VITAE

NAME: Pradeep Kumar Jacob, M.D., MBA

EDUCATION:

Undergraduate:

University of Alabama at Birmingham,
June 1981 to September 1985.
B.S. Biology — Septéember 1985

Graduate / Professional School:

Internship:

Residency:

University of Alabama School of Medicine,
September 1986 to June 1990
M.D. Degree — June 1990

University of Tennessee, Knoxville, Tennessee.
January 2005 to December 2005
Masters in Business Administration (MBA) — December 2005

Transitional Internship, Lloyd Noland Hospital,
Fairfield, Alabama
June 1990 to May 1991

Radiology Residency, Allegheny University of the Health
Sciences, Philadelphia, Pennsylvania
July 1994 to June 1997

Nuclear Medicine Residency, University of Arizona Health
Sciences Center, Tucson, Arizona.
July 1991 to June 1993

Postgraduate Training:

Neuroradiology Fellowship, University of Washington,
Seattle, Washington
July 1997 to June 1999
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Research Fellowship, National Institute of Neurological
Disorder and Stroke, Bethesda, Maryland
July 1993 to June 1994

HONORS/AWARDS:

MILITARY SERVICE:

BOARD CERTIFICATION:

American Board of Radiology, Certificate of Added Qualification (CAQ),
Neuroradiology, issued November 6, 2000

American Board of Radiology, issued June 11, 1997

American Board of Nuclear Medicine, issued December 7, 1993. Recertified
by examination, 2003

National Board of Medical Examiners, issued June 1, 1991

LICENSURE:
M.D. — Tennessee, - June 19, 2001 (Active)
M.D. — California, - March 17, 2000 (Active)
M.D. — Washington, - July 14, 1997 (Active)
M.D. - Pennsylvania, - June 26, 1994 (Inactive)
M.D. — Arizona, - January 1, 1992 (Inactive)
M.D. — Alabama, - June 26, 1991 (Inactive)
SQCIETY MEMBERSHIPS:

Society of Nuclear Medicine

American Society of Neuroradiology, Senior Member
American Society of Spine Radiology

Academy of Molecular Imaging

American College of Physician Executives
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UNIVERSITY AND COLLEGE APPOINTMENTS:

Assistant Professor, Graduate School of Medicine
University of Tennessee Medical Center, Knoxville, Tennessee

July 2001 to present

Acting Instructor, Department of Radiology, Section of Neuroradiology
* University of Washington School of Medicine, Seattle, WA

July 1998 to June 1999
HOSPITAL/CLINICAL APPOINTMENTS:

University of Ténnessee Medical Center, Knoxville, Tennessee.
Active Staff Privileges
July 2001 to present

Wellmont Hawkins County Memorial Hospital, Rogersville, Tennessee
Courtesy Staff Privileges
July 2007 to present

Redding Medical Center, Redding, California
Inactive
July 2000 to June 2001

Mercy Medical Center, Redding, California

Inactive
June 2000 to June 2001

Lady of Lourdes Hospital, Pasco, Washington

Inactive
August 1999 to May 2000

Kennewick General Hospital, Kennewick, Washington
Inactive
August 1999 to May 2000
PRACTICE/PROFESSIONAL EXPERIENCE:

Current Position:  Staff Radiologist, RadCare of TN — Erlanger Health
System, Chattanooga, Tennessee.
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March 2008 to present.

Previous Positions: Assistant Professor, Department of Radiology, Section
of Neuroradiology and Nuclear Medicine.
University of Tennessee Medical Center, Knoxville,

Tennessee.
July 2001 to February 2008

Neuroradiologist, Regional Radiological Associates,

Redding, California.
June 2000 — June 2001

Neuroradiologist, Tri-City Radiology

Kennewick, Washington
August 1999 to May 2000

OTHER ACADEMIC APPOINTMENTS:

PRIVATE SECTOR APPOINTMENTS:
FOR THOSE WITH RELEVANT EXPERIENCE

TEACHING EXPERIENCE:

VISITING PROFESSORSHIPS AND INVITED LECTURES:

“Cerebrovascular Imaging.” 27® Annual Family Medicine Update and
Review. University of Tennessee Graduate School of Medicine.
Park Vist Hotel, Gatlinburg, Tennessee
April 29, 2004.

“Neuroimaging Update.” Presented at Lakeshore Hospital, Knoxville,

Tennessee
May 7, 2004

EDITORIAL APPOINTMENTS:
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COMMITTEES AND OFFICES HELD:

University of Tennessee Medical Center, Knoxville, Tennessee
Brain and Spine Institute Steering Committee, September 2003 to

present
Diagnostic Radiology Residency Committee, June 2004 to present

Association of University Radiologists, Knoxville, Tennessee
Finance Committee, June 2003 to July 2005
Chief Financial Officer, August 2004 to July 2005
Board of Directors, August 2004 to July 2005

OTHER PROFESSIONAL AFFILIATIONS AND ACTIVITIES:

FELLOWS/GRADUATE STUDENTS TRAINED:
NAME, DEGREE, DATES, DEGREE AWARDED, TITLE OF THESIS

OR DISERTATION.

RESEARCH AND OTHER EXTERNAL SUPPORT:
AGENCY NAME, TITLE OF PROJECT OR PROGRAM, $§ AMOUNT,

DATES.

BOOKS AND BOOK CHAPTERS:

Carlson, Eric R, DMD, MD and Robert A Ord, DDS, MD. Textbook and
Color Atlas of Salivary Gland Pathology: Diagnosis and Management.
“Diagnostic Imaging of Salivary Gland Pathology” Chapter 2 by Pradeep K
Jacob, MD, MBA. Wiley-Blackwell, 2008.

PEER-REVIEWED JOURNAL ARTICLES:

Roll JD, Urban MA, Larson TC 3rd, Gailloud p, Jacob P, Harnsberger HR.
Bilateral aberrant internal carotid arteries with bilateral persistent stapedial
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arteries and bilateral duplicated internal carotid arteries. American Journal
of Neuroradiology 24(4): 762-765(2003).

Tedeschi G, Bertolino A, Campbell G, Barnett AS, Duyn JH, Jacob PK,
Moonen CT, Alger JR, Dichiro G. Reproducibility of proton MR
spectroscopic imaging findings. American journal of Neuroradiology 17(7):

1871-79. (1996).

Jacob P, McNeill G, Witte M, Witte C, Williams W.
Lymphangioscintigraphic Patterns in Angiodysplasia Syndrome. Progress in
Lymphology XIV, Proceedings of the 1 4" International Congress of
Lymphology. Witte MH and Witte CL (eds.), pp286-293 (1994). The
International Society of Lymphology, Zurich, Switzerland and Tucson,

Arizona.

Hoh C, Glaspy J, Hawkins R, Yao W, Harris G, Flores J, Jacob P, Maddahi
J, Phelps M. Utility of 18FDG Whole Body PET in the Staging of Hodgkins
Disease and Lymphoma. Journal of Nuclear Medicine 35(5):221-222

(1994).

Jacob P, Williams W. First Impressions: Unusual Presentation of a Hiatal
Hernia on Meckel’s Scintigraphy. Journal of Nuclear Medicine 35(5):792

(1994).

El Gammal T, Brooks B, Harbour R, Jacob P, Duval E, Kline L. MRI of the
Displaced and Distorted Optic Chiasm and adjacent Visual Pathways.
Neuroradiology 33(suppl):290-292 (1991).

El Gammal T, Brooks B, Jacob P, Duval E, Kline L, Harbour R. Gadolinium
Enhanced MRI of the Intracranial Visual Pathways. Neuroradiology
33(suppl):293-295 (1991).

El Gammal T, Brooks B, Harbour R, Kline L, Jacob P. MRI of Uncommon
Congenital and Vascular Lesions of the Intracranial Visual pathways.
Neuroradiology 32:488-491 (1990).

ABSTRACTS:

Christian B, Kerzeder D, Jacob P. Cervical spine evaluation after blunt
trauma: Are Flexion/Extension radiographs needed to clear the cervical
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spine when multi-detector row CT scan is normal? The American Society of
Spine Radiology Annual Symposium, February 23, 2007. Abstract syllabus
Volume 1:266-269. Oral presentation by Christian B. (2007).

Tedeschi G, Bertolino A, Righini A, Jacob P, Duyn J, Moonen C, Alger J,
Di Chiro G. Regional Pattern Recognition in Proton MR Spectroscopic
Images of Normal Human Brain. Proceedings of The Society of Magnetic

Resonance Imaging 1:564 (1994).

Jacob P, McNeill G, Witte C, Williams W. Lymphangio-scintigraphic
Patterns in Klippel-Trenaunay Syndrome. XIVth International Congress of
Lymphology Abstract Book: 58 (1993).

Jacob P, Williams P. Nitroxyl Spin Labeled Glucose for MRI. 4labama
Journal Medical Science 25(3):309 (1988).

CURRENT PROJECTS:

“Evaluation of a PET brain insert to operate inside a 3T MR imager”.
David W. Townsend, Ph.D. Principal Investigator. Collaborating
investigators, Gary T. Smith, MD, R. Kent Hutson, MD, Misty Long, RT
(R) (N), Claude Nahmias, PhD, Pradeep K Jacob, MD, MBA. Siemens
Molecular Imaging, IRB2590, 11/14/06 to 11/13/07.

“A Retrospective Review of the Utilization of FDG PET and PET/CT
Imaging in Merkel Cell Carcinoma of the Head and Neck”. David Gentry,
MD, Pradeep K Jacob, MD, MBA, Eric Carlson, DMD, MD. Abstract
submitted toThe Academy of Molecular Imaging, 2007. (work in progress
for publication).

“Preoperative Staging and Assistance in Clinical Decision Making in
Oral/Head and Neck Cancer”, Eric Carlson, DMD, MD-Principal
Investigator and Pradeep K Jacob, MD, MBA collaborating investigator.

(work in progress).

“Cervical spine evaluation after blunt trauma: Are Flexion/Extension
radiographs needed to clear the cervical spine when multi-detector row CT
scan is normal?” Bret Christian, MD, Dan Kirzeder, MD, and Pradeep K

Jacob, MDD, MBA. (work in progress for publication).
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“MRI study in speakers with and without repaired cleft palate.” Seunghee
Ha, Ph.D. Prinicipal Investigator. Pradeep K. Jacob, MD, MBA,
collaborating investigator. University of Tennessee, Department of
Audiology and Speech Pathology. (work in progress).
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RHS 8-7

TENNESSEE DEPARTMENT OF ENVIRONMENT AND CONSERVATION
DIVISION OF RADIOLOGICAL HEALTH
3RD FLOOR, L & C ANNEX, 401 CHURCH STREET, NASHVILLE, TN 37243

RADIOACTIVE MATERIAL LICENSE

Amendment 101

Pursuant to Tennessee Department of Environment and Conservation Regulations, and in reliance on statements and representations

heretofore made by the licensee, a license is hereby issued authorizing the licensee to receive, acquire, possess and ftransfer

radioactive material listed below; and to use such radioactive material for the purpose(s) and at the place(s) designated below. This
ssee Department of Environment and Conservation and orders

license is subject to all applicable rules and regulations of the Tenne
of the Division of Radiological Health, now or hereafter in effect and to any conditions specified below.

LICENSEE 3. License number
R-33008-B17

1. Name Erlanger Medical Center amended in its entirety

4. Expiration date
. February 28, 2017

2. Address 975East Third Street i
Chattanooga, Tennessee 37403 5. Fileno. si
R-33008

6. Radioactive Material | 8. Chemical and/or physical form 9. Maximum Radioactivity and/or quantity
(Element and Mass Number) of material which licensee may possess
; at any one time.

See Supplementary Sheets
1 |

10. Authorized Use
See Supplementary Sheets i

CONDITIONS
11. Unless otherwise specified, the authorized place of use is the licensee’s address stated in Item 2 above.

See Supplementary Sheets

For the Commissioner
Tennessee Department of Environment and Conservation

By: g (Gl %A 5Cr oy 2etii—a
Division of Radiological Health
Page _1 of _5 Pages Sasi Krishnasarma
Health Physicist

~—Date of [ssuance  September 26. 2012

RDIA 2Q02
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Page

2 of 5 Pages

6. Radioactive Material
(Element and

Mass Number)

A,

Any radioactive
material as permitted in
Rule 0400-20-07-.38
of “State Regulations
for Protection Against
Radiation.”

Any radioactive
material as permitted in
Rule 0400-20-07-.40
of “State Regulations
for Protection Against
Radiation.”

Todine 125/131

Any radioactive
material as permitted in
Rule 0400-20-07-.44,
except Iodine 131,0f
“State Regulations for
Protection Against
Radiation.”

Todine 131

Cesium 137

TENNESSEE DEPARTMENT OF ENVIRONMENT AND CONSERVATION
DIVISION OF RADIOLOGICAL HEALTH
3RD FLOOR, L&C ANNEX, 401 CHURCH STREET, NASHVILLE, TENNESSEE 37243

RADIOACTIVE MATERIAL LICENSE

Amendment 101

Supplementary Sheet

8. Chemical -
and/or

Physical Form

A. Any

B. Any, except generators

C. Any

D. Any unsealed
radioactive material as
permitted in Rule 0400-
20-07-.44 of “State
Regulations for
Protection Against
Radiation.”

E. Sodium lodide capsules
as permitted in Rule
0400-20-07-.44 of
“State Regulations for
Protection Against
Radiation.”

F. Sealed Source ( New
England Nuclear Model
NER-570)

A-53

N

License Number R-33008-B17

9. Maximum Radioactivity
and/or Quantity of Material
‘Which Licensee May
Possess at Any One Time

A. As necessary for the
uses autharized in
Item 10.A.

B. Asnecessary for the
uses authorized in
Item 10.B.

C. 300 microcuries

D. 400 millicuries

E. 350 millicuries

F. One (1) source of 103.5
millicuries
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TENNESSEE DEPARTMENT OF ENVIRONMENT AND CONSERVATION
DIVISION OF RADIOLOGICAL HEALTH
3RD FLOOR, L&C ANNEX, 401 CHURCH STREET, NASHVILLE, TENNESSEE 37243

RADIOACTIVE MATERIAL LICENSE

Amendment 101
Supplementary Sheet

Page 3 of § Pages License Number R-33008-B17

G. Any radioactive G. As specified in H. As specified in
material “State Regulations for “State Regulations
Protection Against for Protection Against
Radiation” 0400-20-07- Radiation” 0400-20-
-3 07-31.

10. Authorized Uses

A. Uptake, dilution, excretion studies for which a written directive is not required.
(Rule 0400-20-07-.38 of “State Regulations for Protection Against Radiation.”)

B. Imaging and localization studies for which a written directive is not required.
(Rule 0400-20-07-.40 of «State Regulations for Protection Against Radiation.”)

C. In vitro clinical or laboratory testing only.

D. Diagnostic and therapeutic medical use for which a written directive is required, except

oral administrations of sodium jodine I-131. .
* (Rule 0400-20-07-.44 of “State Regulations for Protection Against Radiation.”)

E. Diagnostic and therapeutic medical use for which a written directive is required.
(Rule 0400-20-07-.44 of “State Regulations for Protection Against Radiation.”)

E. To be used for radiation survey instrument calibration as part of a New England Nuclear
Model 401-H gamma source assembly. '

G.. Calibration, reference, or transmission sources. ,
(Rule 0400-20-07-.31 of “State Regulations for Protection Against Radiation.”)

Conditions (continued)

12. The licensee shall comply with applicable provisions of 0400-20-04, 0400-20-05, 0400-20-07,
and 0400-20-10 of “State Regulations for Protection Against Radiation.”

13. The Radiation Safety Officer for this license is D. R. Stone, Ed.D.
14. Licensed material is only authorized for use by, or under the supervision of:

A. Individuals permitted to work as authorized users in accordance with “State Regulations
for Protection Against Radiation” 0400-20-07-.13 and 0400-20-07-.14.
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TENNESSEE DEPARTMENT OF ENVIRONMENT AND CONSERVATION
DIVISION OF RADIOLOGICAL HEALTH
3RD FLOOR L&C ANNEX, 401 CHURCH STREET, NASHVILLE, TENNESSEE 37243

RADIOACTIVE MATERIAL LICENSE

Amendment 101

Supplementary Sheet

Page 4 of 5 Pages License Number R-33008-B17

B. The following authorized users for the material and medical uses as specified:
All radioactive materials authorized by this license except Item F:
Pradeep Kumar Jacob, M.D. Gary T. Smith, M.D.

All radioactive materials authorized by this license except Items D through F:

Steven Lane Altshuler, M.D. Amit Anant Kubal, M.D.
Blaise Baxter, M.D. Eugene R. Long, M.D.
Lynn S. Carlson, M.D. Jerry W. Mitchell, M.D.
Brent S. Deem, M.D. ' Steven D. Quarfordt, M.D.
Anoop Duggal, M.D. Richard W. Rieck, M.D.

Robert C. Game, M.D. Roxsann L. Roberts, M.D.
Michael S. Hertzog, M.D. Stephen Milliman Sabourin, M.D.
Stanley M. Higgins, M.D. Ronald D. Waters, M.D.

Rodney Kent Hutson, Jr., M.D. Marshall R. Willis, M.D.

All radioactive madterials authorized by this license except Items D and F:

Jacob A. Noe, M.D.

Radioactive material authorized by this license in Item F only:

D.R. Stone, Ed.D.

15. A. Sealed sources authorized by this license shall be tested for leakage and/or contamination
in accordance with “State Regulations for Protection Against Radiation” 0400-20-07-.32.

B. Records of leak tests shall be retained in accordance with “State Regulations for Protec-
tion Against Radiation” 0400-20-07-.111.

C. Tests for leakage and/or contamination shall be performed by persons authorized by this
Department, the U.S. Nuclear Regulatory Commission, or another Agreement State to

perform such services.
16. The licensee shall not open sealed sources containing radioactive material.

17. The licensee is authorized to hold radioactive material with a physical half-life of 120 days or
less for decay-in-storage before disposal in ordinary trash provided:
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Origination Date: _ A-57 1
Approval:

Reviewed Revised Approval:
Date: Date:

Erlanger Health System |2 —o
Policy and Procedure sl

i3

Index Title: Emergency Response on Erlanger Baroness Campus
Originating Department: Administration
Number: 8316.951

Description for EHS Intranet: Emergency; Emergency Response; Off

campus emergencies;

Policy statement: Erlanger Health System (EHS) provides this policy and
process to determine who should respond when an emergency situation

occurs on the Baroness Campus, and designated adjacent areas.

Scope: EHS employees within Baroness Campus.

Procedure:

When an emergency situation occurs within Baroness Campus / Miller Eye

Center or any location on the ground or first floor of the Medical Mall, a Code

Blue, Code 5 or Rapid Response call should be made.

Emergency situations that occur on adjacent grounds, e.g. driveways,
parking lots, Whitehall Building, Fillauer Building, UT Family Practice, E kids,

Lincoln Park Building and any area not described above should contact 911.
For additional medical expertise, the House Supervisor (HS) may be

contacted.

Independent Physician Practices are not part of the Hospital and should be

considered as adjacent grounds. For these areas, contact 911 in emergency
situations.

The HS can be immediately contacted by dialing 778-6911. After assessing
the nature of the emergency, while waiting for a response, the appropriate
first aid care, CPR (Cardiopulmonary Resuscitation), containment of bleeding
and/or comfort measures are to be offered. This care must be consistent
with good medical practice (which may mean, “doing no harm” and not

moving the person). The HS will determine the level of response required

for emergency/medical situations after considering the following:

» Personal safety of the responding personnel.
» Availability of medically trained staff who could be dispatched to the

location.
= Status/need of current and waiting patients, in that the medical care of

these individuals will not be delayed or impaired by having emergency
personnel dispatched to another location.

- PRy -
» -ap
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Emergency Response on Erlanger Baroness Campus
8316.951
Page 2 of 2

= Availability of portable medical equipment and supplies to be
transported by emergency medical personnel to the location.

The Rapid Response Nurse (7789) may be called on to serve as the back up
for the HS, should the HS be unavailable.
The HS will put the Emergency Department on stand-by for. additional

stabilizing and packaging equipment, including transport needs via stretcher.

See CPR Adult Code Blue Process, PC.120.
See CPR Pediatric Code 5 Process, 6012.08

Committee Approval/Date
Legal 6/12
Code Committee ; 6/12
Medical Director Approvai/Date

References:
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Origination Date: 02, A- 59 =
Appraoval:

Date: Date:

M'Erlanger Health System
‘Policy and Procedure

Index Title: Outpatient Order Defined
Originating Department: Health Information Management

Number: 8316.1035
Description for EHS Intranet: Outpatient orders; electronic signature

Policy statement: All outpatient orders submitted must be written or via Order
Facilitator with electronic signature and follow the requirements as outlined

below.
Scope: All EHS Service Departments

Definitions: To define the requirements of an Qutpatient order to assure
compliance with CMS regulations and EHS Compliance.

PROCEDURE:
1. Written Orders:

A written order, fax, order facilitator process submission, or completed lab
requisition form must be presented with every patient or non-patient

specimen

This written order MUST contain the following elements:

Patient name and Date of Birth
Test or service requested
Diagnosis supporting medical necessity

Name of physician
Date written, time and physician signature or physician electronically signed

via order facilitator which applies date and time of transaction.
NO SIGNATURE STAMPS ALLOWED.

The order facilitator MUST contain the following fields:

» Patient name

= Date of Birth

Social Security Number

Procedure Name

CPT Code

ICD-9 Code

» Reason for Visit (Narrative for ICD-9)
= Physician Signature (electronic)

-Reviewed—— Revised ~Approvale }—— -
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Outpatient Order Defined A-60
Policy

P —.page_.z_of_B__.. ——— S e e e ——

2.

Medical Necessity:

Government paid insurances (Medicare) are checked for Medical Necessity
according to the Local Medical Review Policies and National Coverage
Decisions which outline the diagnoses that CMS and the local Medicare

intermediary considers appropriate.

. Advance Beneficiary Notice:

If the diagnosis provided does not meet the Medical Necessity requirements,
the treatment or test area will ask the patient to sign an ABN agreeing that
he will be responsible for payment if Medicare denies the test. The ABN
MUST be specific to the test lacking medical necessity. A “blanket” ABN
must not be signed.

Non Patient Specimens:

Specimens submitted from a physician’s office are checked by the testing
area, for Medical Necessity and, in the absence of an ABN, a phone call is
made to the office or facility to request additional diagnoses that may
provide medical necessity. (A diagnosis must NOT be suggested. All
diagnoses must originate from the ordering physician.) Any additional
information obtained is documented on the requisition including to whom you
spoke, caller’s initials, date, and time.

. 5. Outpatient Orders:

Al outpatient orders must include the elements as outlined in #1 above.

Outpatient orders for test or lab are good for 30 days from the date the
order was written.

6. Recurring Orders:

A physician may submit an order for tests, injections, lab, infusions, etc., to
be performed on a recurring basis.

Order must include all elements as outlined in #1 above

Frequency of the test, etc. to be performed (such as monthly, weekly,
bi-weekly, etc.)

The length of time that the order is to occur such as 6 weeks, 2 weeks,

3 months, etc.

Must be medically necessary

Most will be updated every six months (Recurring Order is valid for only 6
months or less as indicated on the order)
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Policy A-61
————~Page-3-of-3- e
Committee Approval/Date
Medical Director Approval/Date

References:
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Consolidated Interim
Financial Statements

May 31,2013

This financial report is confidential and proprietary
information. This document is not a public record until
finalized and released by the chief financial officer.

The embargo date for the information contained herein is
June 24, 2013 at 5P.M. EST. No part of the information
contained herein may be released or discussed publicly until

this date.
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ERLANGER HEALTH SYSTEM
Unaudited Consolidated Balance Sticets as of: May 31, 2013
ASSETS | | 2013 | 1 2012 |
UNRESTRICTED FUND
CURRENT:
Cash and temporary investments § 29,637,443 § 36,589,426
Funds held by trustee - current portion 28,669 32,777
Patient accounts receivable 275,882,672 313,443,353
Less allowances for patient A/R (199,240,929) (228,098,380)
Net patient accounts receivable 76,641,743 85,344,973
Other receivables 13,251,897 19,244,161
Due from third party payors 2,844,852 1,180,410
Inventories 12,957,913 12,258,795
Prepaid expenses 6,819,235 5,725,584
Total current assets 142,181,852 160,386,125
PROPERTY, PLANT, AND EQUIPMENT
Net properly, planl and equipment 164,799,617 161,463,884
LONG-TERM INVESTMENTS 388,750 B
OTHER ASSETS:
Assets whose use is limited 129,862,927 139,036,586
Deferred debt issue cost 5,885,831 6,511,586
Other assets 22,630,565 13,710,563
Total other assets 158,379,323 159,258,735
TOTAL $ 465,749,742 $ 481,108,744
| LIABILITIES | I 2013 | | 2012 |
UNRESTRICTED FUND
CURRENT:
Current maturities of long term debt $ 8,481,075 § 7,765,044
Accounts payable 43,913,082 41,108,437
Accrued salarles & related liabilities 17,619,755 22,599,222
Due to third party payors 93,625 4,790,848
Construction fund payable 206,175 51,398
Accrued Interest payable 1,308,205 1,396,515
Total current liabilities 71,621,918 77,711,465
POST RETIREMENT BENEFITS 15,172,411 13,249,837
(GASB 45 & FAS 112)
RESERVE FOR OTHER LIABILITIES 25,571,930 25,049,781
LONG - TERM DEBT 169,534,471 170,736,507
FUND BALANCE:
Unrestricted 166,061,296 179,267,616
Invested in capital assets, net of related debt 13,404,495 10,207,437
Restricted 4,383,221 4,886,101
183,849,012 194,361,154
TOTAL $ 465,749,742 § 481,108,744
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PERSHING YOAKLEY & ASSOCIATES, P.C.

= One-CherokeeMills; 2226 -Svtherland-Avenue
Knoxville, TN 37919

I IA p: (865) 6730844 | :(865) 6730173
WWW.pYapc.com

Certified Public Accountants

INDEPENDENT AUDITOR’S REPORT

To the Board of Trustees of
Chattanooga-Hamilton County Hospital Authority

(d/b/a Erlanger Health System):

We have andited the accompanying combined balance sheets of Chattanooga-Hamilton County
Hospital Authority d/b/a Erlanger Health System (the Primary Health System) and its aggregate
discretely presented component units as of June 30, 2012 and 2011 and the related combined
statements of revenue, expenses and changes in net assets and cash flows for the years then
ended. These combined financial statements are the responsibility of Chattanooga-Hamilton
County Hospital Authority’s management. Our responsibility is to express an opinion on these

combined financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the andit to obtain
reasonable assurance about whether the combined financial statements are free of material
misstatement. An audit includes consideration of intemal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectivencss of Chattanooga-Iamilton County Hospital
Authority’s internal control over financial reporting. Accordingly, we express no such opinion.
An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the combined financial statements, assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall combined financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the combined financial statements referred to above present faitly, in all material
respects, the financial position of Chaitanooga-Hamilton County Hospital Authority and its
aggregate discretely presented component units at June 30, 2012 and 2011 and the results of its
operations and its cash flows for the years then ended in conformity with accounting principles

generally accepted in the United States of America.

Management’s discussion and analysis on pages 2 through 10 is not a required part of the basic
fnancial statements but supplementary information required by accounting principles generally
accepted in the United States of America. We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement and
presentation of the required supplementary information. However, we did not audit the

information and express no opinion on it.

@,4@7 WW /e
Knoxville, Tennessee

September 14, 2012

ATLANTA [ AUSTIN KNOXVILLE | TAMPA BAY

- -pe -
- >
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Exlanger Health System)

Management’s Discussior. and Analysis

Years Ended June 30, 2012 and 2011
MANAGEMENT’S DISCUSSION AND ANALYSIS

The discussion and analysis of Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger
Health System’s financial performance provides an overview of the Primary Health System’s
financial activities for the fiscal year ended June 30, 2012 and 2011.

Erlanger Health System (the Primary Health System) is the largest healthcare provider in
Southeast Tennessee. The Primary Health System maintains a number of very specialized
clinical services such as Level I trauma, Level III neonatal, kidney transplantation, Regional
Cancer Unit, a full service children’s hospital, and open heart surgery, all of which are primarily
serviced by four “Life Force” helicopters and supported by subspecialty physicians (residents,

faculty and private attending physicians) located on its campuses.
OVERVIEW OF THE COMBINED FINANCIAL STATEMENTS

The combined financial statements consist of two parts: Management’s Discussion and Analysis
and the combined financial statements. The combined financial statements also include notes
that explain in more detail some of the information in the combined financial statements.

The combined financial statements of the Primary Health System offer short-term and long-term
finaneial information about its activities. The combined balance sheets include all of the Primary
Health System’s assets and liabilities and provide information about the nature and amounts of
investments in resources (assets) and the obligations to the Primary Health System’s creditors
(liabilities). The assets and liabilities are presented in a classified format, which distinguishes
between current and long-term assets and liabilities, It also provides the basis for computing rate
of return, evaluating the capital structure of the Primary Health System and assessing the
liquidity and financial flexibility of the Primary Health System.

All of the fiscal yeat’s revennes and expenses are accounted for in the combined statements of
revenue, expenses, and changes in net assets. These statements measure the success of the
Primary Health System’s operations and can be used to determine whether the Primary Health
System has successfully recovered all of its costs through the services provided, as well as its

profitability and credit worthiness.

The final required financial statement is the combined statement of cash flows. The primary
purpose of this statement is to provide information about the Primary Health System’s cash
receipts, cash payments and net changes in cash resnlting from operating, investing, non-capital
financing and financing activities. The statements also provide answers to such questions as
where did cash come from, what was cash used for, and what was the change in the cash balance

during the reporting period.
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Management’s Discussion and Analysis - Continued

Years Ended June 30, 2012 and 2011
OVERVIEW OF THE COMBINED FINANCIAL STATEMENTS - Continued

The analyses of the combined financial statements of the Primary Health System begin on the
next page. One of the most important questions asked about the Primary Health System’s
finances is “Is the financial condition of the Primary Health System as a whole better or worse as
a result of the fiscal year’s activities?” The combined balance sheets and the combined
statements of revenue, expenses and changes in net assets report information about the Primary
Health System’s activities in a way that will help answer this question. These two statements
- report the net assets of the Primary Health System and changes in them. One can think of the
Primary Health System’s net assets — the difference between assets and liabilities — as one way to
measure financial health or financial position. Over time, increases or decreases in the Primary
Health System’s net assets are one indicator of whether its financial health is improving or
deteriorating. However, one will need to consider other non-financial factors such as changes in

economic conditions, tegulations and new or changed government legislation.

REPORTING ENTITY

The Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger Health System (the
Primary Health System) was created by a private act passed by the General Assembly of the
State of Tennesses on March 11, 1976, and adopted by a majority of the qualified voters of
Hamilton County, Tennessee on August 5, 1976. The Primary Health System is considered the
primary governmental unit for financial reporting purposes. As required by generally accepted
accounting principles, these financial statements present the Primary Health System and its
component units. The component units discussed below are included in the Primary Health
System’s reporting entity because of the significance of their operational or financial

relationships with the Primary Health System.

ContinuCare HealthServices, Inc., Plaza Surgery, G.P., Cyberknife of Chattanooga, LLC
(Cyberknife), UT-Erlanger Medical Group, Inc. (the Medical Group) and Erlanger Health Plan
Trust are legally separate organizations for which the Primary Health System is either financially
accountable or owns a majority interest. Accordingly, these organizations represent component
units of the Primary Health System. The financial statements of Erlanger Health Plan Trust are
blended with the financial statements of the Primary Health System, as the Board of Erlanger
Health Plan Trust is substantially the same as that of the Primary Health System.

During 2012, the Primary Health System acquired 100% ownership in Plaza Surgery, G.P. Asa
result, Plaza Surgery, G.P. is shown as a blended component unit in 2012, The 2011 balance
sheet and statement of revenue, expenses and changes in net assets have been reclassified to
include Plaza Surgery, G.P. as a blended component unit of the Primary Health System s well.
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Management’s Discussion and Analysis - Continued

Years Ended Jurne 30, 2012 and 2011

REPORTING ENTITY - Continued

During fiscal year 2011, Cyberknife was capitalized by contributions from the Primary Health
System and certain other minority partners. Cyberknife provides radiation therapy services,
specifically robotic stereotactic radiosurgical services through the use of a cyberknife stereotactic
radiosurgery system on the Primary Health System campus. At June 30, 2011, the Primary
Health System owned 51% of Cyberknife’s outstanding membership units. The Medical Group
was formed June 30, 2011 and provides professional healthcare services to the public and related
services through its employed and contracted licensed physicians and other supporting healthcare
providers. The Medical Group has no members; however, the Primary Health System may
access the Medical Group’s services. The Primary Health System is not entitled to any potential
earnings of the Medical Group except for compensation for services rendered to the Medical

Group on its behalf. The Medical Group is currently not active.

KEY FINANCIAL INDICATORS

The following key financial indicators are for Erlanger Health System as a whole. They are
inclusive of the Primary Health System, ContinuCare HealthServices, Inc., and the 51%

controlling share of Cyberknife of Chattanooga, LLC.

Excess expenses over revenues from operations for Erlanger Health System for the fiscal

year 2012 is $9.5 million compared to excess revenues over expenses of $5.4 million for

the fiscal year 2011.

Total cash and invesiment reéserves at June 30, 2012 are $45 million (excluding $100

million of Board restricted and $39 million of funds held by Trustees or restricted by

donors or others, including cash held for Erlanger East expansion).

Net days in accounis receivable for Erlanger Health System (utilizing a three month

rolling average of net revenue) are 53 days at June 30, 2012 compared to 56 days at June

30, 2011.

. For fiscal year 2012, Erlanger Health System recognized $11.4 million in essential access

payments from the State of Tennessee compare to $7.4 million in fiscal year 2011.

For fiseal year 2012, Erlanger Health System recognized $9.2 million in disproportionate

share payments from the State of Tennessee compared to $2.9 million in fiscal year 2011.

*  For fiscal year 2012, Erlanger Health System recognized $1.0 million in trauma fund
payments from the State of Tennessee compared to $1.1 million in fiscal year 2011.

»  For fiscal year 2012, Erlanger Health System recognized $3.3 million in a Medicare rural

floor budget neutrality settlement payment.

For fiscal year 2011, Erlanger Health System recognized $2.9 million in a one time

supplemental distribution from the Tennessee Hospital Assessment Fund.




147

A-117

CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Management’s Discussion and Analysis - Continued

Years Ended June 30, 2012 and 2011
KEY FINANCIAL INDICATORS - Continued

The required bond covenants ratios for fiscal year 2012 compared to bond requirements are as
follows:

Master Bond Insurer Requiremenis
June 30, Trust 98 70 04
2012 Indenture Series Series Series
Debt service coverage ratio 1.16 1.10 1.10 1.35 1.35.
Cushion ratio 7.94 N/A 1.50 N/A N/A.
Current ratio 2.35 N/A 1.50 1.50 1.50
Days cash on hand 81 days 65 days 65 days
Indebtedness ratio - 48.93% 65%

Erlanger Health System satisfied the debt service coverage covenant required by the Master
Trust Indenture but failed to satisfy the debt service coverage covenant required by one of the
bond insurers. Erlanger Health System has contracted with a third party consultant, as required
and approved by the Bond insurer, to provide a complete operational assessment and assist

management in implementation of operational improvements.

NET ASSETS

Erlanger Health System’s net assets for the combined Primary Health System and Aggregate
Discretely Presented Component Units decreased by $17 million in the fiscal year 2012. Our
analysis focuses on the net assets (Table 1) and changes in net assets (Table 2) of the Primary
Health System’s operating activities. Discussion focuses on the Primary Health System and its

- blended component units. :

Table 1- Net Assets (in Millions)

Jure 30, 2012 June 30, 2011 3

Aggregate Appregate

Discretely Discretely

Primary Presented Primary Presented

Health Component Henlth Component
System Units System Units

Current and other assets § 314 8 11 3 335 § 14
Capital assets 158 10 163 7
Total assets _§ 472§ 21 § 498 § 21

; |
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)
Management’s Discussion and Analysis - Confinued
Years Ended June 30, 2012 and 2011
NET ASSETS - Continued
June 30, 2012 June 30, 2011
Aggregase Aggregate
Discretely Discretely
Primary Presented Primery Presented
Health Component Health Component
System Units Syster Units
Long-term debt outstanding $ 177 § 4 8 179 § 4
Other liabilities 108 3 115 3
Total liabilities _$ 285 § 78 294 % 7
Net assets
Capital assets, net of debt $ - 8 6 8 5 % 2
Restricted, expendable 2 - 3 -
Unrestricted 185 9 196 12
Totalnet assets _§ 187 § 14 $ 204 § 14

Net assets for the Primary Health System decreased from $204 million as of June 30, 2011 to
$187 million as of June 30, 2012. The cutrent ratio (current assets divided by current liabilities)

increased from 2.13 in 2011 to 2.21 in 2012 for the Primary Health System.

Days in cash decreased from 105 days as of June 30, 2011 to 81 days as of June 30, 2012 for the
Primary Health System due to decreased operating margins combined with a $12.5 million
receivable for funds drawn on a line of credit extended to Hutcheson Medical Center, Inc. in
fiscal year 2012, Days in net accounts receivable decreased from 57 days as of June 30, 2011 to
55 days as of June 30, 2012, The Primary Health System received $11.4 million in essential
access payments from the State of Tennessee in fiscal year 2012 compared to $7.4 million in
fiscal year 2011. Additionally, the Primary Health System received $9.2 million in
disproportionate share payments from the State of Tennessee in fiscal year 2012 compared to
$2.9 million in fiscal year 2011. The Primary Health System recognized $1.0 million in trauma
funding in fiscal year 2012 compared to $1.1 million in fiscal year 2011. The Primary Health
System also received $3.3 million in 2 Medicare rural floor budget neutrality settlement payment
in fiscal year 2012. The Primary Health System received $2.9 million in a one time
supplemental distribution from the Tennessee Hospital Assessment Fund in fiscal year 2011.

Capital assets for the Primary Health System were $158 million. Additions for the fiscal year
2012 amounted to $31 million while $59 million of assets were retired. The retirements included
the sale and minority tenant leaseback of certain professional office buildings. A gain on the sale
of approximately $6.6 million was realized of which $4.9 million was deferred. Depreciation
expense was $26 million for the Primary Health System. Retirement of assets reduced

6
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Management’s Discussion and Analysis - Continued

Years Ended June 30, 2012 and 2011

NET ASSETS - Continued

accumulated depreciation by $52 million in fiscal year 2012. Construction in progress was
$11 million as of June 30, 2011 and $7 million as of June 30, 2012. Included in construction in

progress at June 30, 2012 is the Erlanger East expansion of $3.5 million.

Primary Health System
2012 2011
Land and improvements $ 25 8§ 27
Buildings 224 243
Equipment 351 357
Total 600 627
Less accumulated depreciation (449) (475)
Construction in progress 7 11
Net property, plant and equipment 3 158 § 163

Long-term debt outstanding amounted to $177 million as of June 30, 2012 compared to
$179 million as of June 30, 2011. The decrease in Iong-term debt reflects normal scheduled
principal payments net of an increase in debt associated with the sale and minority tenant

leaseback of the Erlanger East POB.

Other liabilities for the Primary Health System were $108 million as of June 30, 2012 compared
to $115 million as of June 30, 2011.

CHANGES IN NET ASSETS

The focus for Erlanger Health System’s management team during fiscal year 2012 was fo
increase the Primary Health System’s volumes in a number of key product lines in a downturned
economy, improve relationships with stakeholders, and improve operating efficiencies.
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Exlanger Health System)
Management’s Discussion and Analysis - Continued
Years Ended June 30, 2012 and 2011
CHANGES IN NET ASSETS - Continued
Table 2- Changes in Net Assets (in Millions)
June 30, 2012 June 30, 2011
Aggregate Aggregate
Discretely Discretely
Primary Presented Primary Presented
Heaith Conponent Health Component
System Units Systemn Units
Net patient revenue $ 514 % 12§ 513 § 11
Other revenue 22 16 20 15
Total reverme 536 28 533 26
Expenses:
Salaries 300 13 292 12
Supplies and expenses 111 10 112 13
Purchased services 104 3 94 1
Insurance and taxes 5 1 4 -
Depreciation and amortization 26 1 26 -
Impairment of goodwill Y. I - -
Total expenses 546 28 528 26
Operating income revenues in
excess of (less than) expenses 10y - 5 -
Nonoperating gains 4 B 2 -
Interest expense and other (11) - (8) .
Operating/capital contributions - 1 -
Change in net assets $ an s - 8 - 8 :

Net patient service revenue for the Primary Health System increased from $513 million in fiscal
year 2011 to $514 million in fiscal year 2012. Although total admissions were up 3.9% over
fiscal year 2011, inpatient surgical patients decreased 4.9% over prior year which resulted in a
higher medicine mix of patients. Neonatal intensive care unit patient days decreased by 8.7%

compared to prior year.

Salaries for the Primary Health System increased from $292 million in fiscal year 2011 to
$300 million in fiscal year 2012 due to continued growth in strategically critical new physician
practices, increase in employee benefits, and approximately $2.6 million in severance payments

resulting from a reduction in workforce.
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Management’s Discussion and Analysis - Continued

Years Ended June 30, 2012 and 2011
CHANGES IN NET ASSETS - Continued

Supplies and expenses decreased from $112 million in fiscal year 2011 to $111 million in fiscal
year 2012.

Purchased services increased from $94 million in fiscal year 2011 to $104 million in fiscal year
2012 due to the implementation of Cyberknife services, service excellence initiatives, outsourced
security services and billing service fees associated with increased employed physicians’

revenue.

Tnsurance and taxes increased from $4 million in fiscal year 2011 to $5 million in fiscal year
2012 due to increased malpractice liability.

Depreciation and amortization expense was $26 million in fiscal years 2011 and 2012,

Interest expense, including gain (or loss) on mark-fo-market of interest rate swaps, increased
from $8 million in fiscal year 2011 to $11 million in fiscal year 2012. The market value of the
liability for the mark-to-market of interest rate swaps increased by $1.1 million in fiscal year
2012 compared to a decrease of $1.6 million in fiscal year 2011.

OUTLOOK

The State of Tennessee continues to review the TennCare program (the State’s Medicaid
progtam). For fiscal years 2011 and 2012, the State passed a Hospital Coverage Fee to offset
shortfalls in the State’s budget for TennCare. The fee is expected to remain intact for the third
consecutive year and TennCare rates are expected to be stable in fiscal year 2013. Out-of-state
Medicaid and TennCare changes would affect the Primary Health System’s bottom line with
TennCare and Medicaid patients representing approximately 25% of the payer mix. Self Pay
patients represent approximately 10% of the charge utilization Healthcare reform and future
changes in Medicare regulations could also have an adverse effect on the Primary Health
System’s future operations since Medicare represents approximately 30% of the payer mix.

The Primary Health System recognized Essential Access and Disproportionate Share payments
from the State of Tennessee fiscal year 2012 which increased by $10 million over fiscal year
2011. Additionally, the Primary Health System recognized trauma funding of $1 million fiscal
year 2012. Payments from the State of Tennessee for the fiscal year 2013 are expected to be
consistent with the fiscal year 2012, Due to the 1966 Hamilton County Sales Tax Agreement
expiting in May 2011, the Hamilton County appropriations to the Primary Health System have
been reduced from $3 million to $1.5 million for fiscal 2012. An increase for the fiscal year

2013 is unlikely.
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Management’s Discussion and Analysis - Countinued

Years Ended June 30, 2012 and 2011

OUTLOOK - Continued

Several initiatives are under way to bring the Primary Health System to a profitable position for
the upcoming fiscal year. Operating improvements are being implemented to reduce expenses
and grow surgical volumes. Increased surgery volumes are éssential to the financial health of the

Primary Health System

A Management Action Plan was implemented in December 2011 to address the negative
operating margin. Included in the Management Action Plan was a labor reduction plan that
reduced staff during the three months ended March 31, 2012 by approximately 180 FTEs. The
ultimate goal of the labor management plan is to reach 5.4 FTE’s per adjusted occupied bed, the
midpoint operating efficiency for teaching hospitals in the country. The Primary Health System
* contracted with an outside consultant in June 2012 to conduct a complete operational assessment
and growth strategy. The outside consultant will also assist in the implementation of the

recommended operational improvements and growth initiatives.

—
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Audited Combined Financial Statements
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

TOTAL LIABILITIES AND NET ASSETS

Combined Balance Sheets
June 30, 2012
Aggregate
Primary Discretely
Health Presented
Systerm Component Units
ASSETS
CURRENT ASSETS:
Cash and cash egunivalents $ 27,820,469 $ 35,714
Temporary investments 14,510,657 3,210,896
Assels limited as to use available for current liabilitics 33,250 -
Patient accounts receivable, net 76,641,438 2,325,057
Estimated amounts due from third party payors - s
Due from other governments, net 899,987 501,472
Inventories 11,566,908 1,155,064
Other current assets 24,389,397 808,889
TOTAL CURRENT ASSETS 155,862,106 8,037,092
NET PROPERTY, PLANT AND EQUIPMENT 157,718,163 9,384,006
LONG-TERM INVESTMENTS, for working capital 262,396 2,608,721
ASSETS LIMITED AS TO USE 138,419,178 -
OTHER ASSETS: .
Deferred financing costs 6,458,443 -
Receivable from Hutcheson Medical Center 12,500,000 -
Other assets 1,073,820 1,131,272
TOTAL OTHER ASSETS 20,032,263 1,131,272
TOTAL ASSETS §$ 472,294,106 $§ 21,661,091
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES:
Accounts payable and accrued expenses $ 36,758,702 § 630,903
Accrued salaries and related liabilities 19,266,509 937,705
Estimated amounts due to third party payors 380,898 93,625
Due to other governments 501,472 899,987
Current portion of long-term debt and capital
lease obligations 7,929,701 500,000
Other current lizbilities 2,088,573 406,471
TOTAL CURRENT LIABILITIES 66,925,855 3,468,691
LONG-TERM DEBT AND CAPITAL LEASE
OBLIGATIONS 177,310,823 3,916,667
OTHER LONG-TERM LIABILITIES 41,397,245 -
NET ASSETS:
Unrestricted 184,692,314 8,733,085
Invested in capital assets, net of related debt (233,917) 5,542,648
Restricted expendable 2,201,786 -
TOTAL NET ASSETS 186,660,183 14,275,733

§ 472,294,106 § 21,661,091

-~ o
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A—125
June 30, 2011 _
Agsregate
Primary Discretely
Health Presented
System Componert Unifs
ASSETS
CURRENT ASSETS:
Cash and cash equivalents 35,645,908 $ 3,606,829
Temporary investments i 15,413,787 2,784,481
Assets limited as to use available for current liabilities 28,775 -
Patient accounts receivable, net 80,444,632, 2,014,281
Estimated amounts due from third party payors, net 8,086,255 -
Due from other governments, net 527,561 296,272
Inventories 11,821,744 1,089,525
Other current assets 15,090,565 483,631
TOTAL CURRENT ASSETS 167,059,227 10,275,019
NET PROPERTY, PLANT AND EQUIPMENT 163,330,930 6,887,710
LONG-TERM INVESTMENTS, for working capital 19,608,648 2,997,956
ASSETS LIMITED AS TO USE 139,905,215 -
OTHER ASSETS:
Deferred financing costs 7,096,163 -
Receivable from Hutcheson Medical Center - -
Other assets 624,823 1,140,135
TOTAL OTHER ASSETS 7,720,986 1,140,135
TOTAL ASSETS 497,625,006 $ 21,300,820
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES:
Accounts payable and accrued expenses 40,027,477 3 327,018
Accrued salaries and related liabilities 28,252,508 1,021,723
Estimated amounts due to third party payors - 93,625
Due to other governments 296,272 527,561
Current portion of long-term debt and capital
lease obligations . 7,366,079 500,000
Other current liabilities 2,365,674 341,072
TOTAL CURRENT LIABILITIES 78,308,010 2,810,999
LONG-TERM DEBRT AND CAPITAL LEASE
OBLIGATIONS 178,584,382 4,416,667
OTHER LONG-TERM LIABILITIES 36,721,449 -
NET ASSETS:
Unrestricted 196,366,376 12,020,639
Tnvested in capital assets, net of related debt 5,226,648 2,052,515
Restricted expendable 2,418,141 -
TOTAL NET ASSETS 204,011,165 14,073,154
TOTAL LIABILITIES AND NET ASSETS § 497,625,006 $ 21,300,820
12

See notes to combined financial statements.
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A-126
CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)
Combined Statements of Revenue, Expenses and Changes in Net Assets
Year Ended June 30, 2012
Aggregate
Primary Discretely
Health Presented
- System Component Unifs
OPERATING REVENUE:
Charges for services:
Net patient service revenue $ 514,081,693 § 11,758,042
Other revenue 22,467,500 16,271,756
TOTAL OPERATING REVENUE 536,549,193 28,029,798
OPERATING EXPENSES:
Salaries, wages and benefits 300,099,607 13,101,376
Supplies and other expenses 111,165,013 10,454,042
Purchased services 103,908,488 2,788,577
Insurance and taxes 4,921,912 366,516
Depreciation 26,241,609 848,875
TOTAL OPERATING EXPENSES 546,336,629 27,559,386
OPERATING INCOME (LOSS) (9,787,436) 470,412
NONOPERATING REVENUE (EXPENSES):
Gain (loss) on disposal of assets 1,815,605 (17,139)
Interest and investment income 2,363,937 127,910
Interest expense (10,232,817) (218,057)
Provision for income taxes - (160,547)
Change in mark-to-market of interest rate swaps (1,080,176) -
NET NONOPERATING REVENUE (EXPENSES) (7,133,451) (267,833)
Income (loss) before contributions (16,920,887) 202,579
Operating contributions (distributions) (198,111) -
Capital confributions/other, net (231,984) .
CHANGE IN NET ASSETS (17,350,982) 202,579
NET ASSETS AT BEGINNING OF YEAR 204,011,165 14,073,154
NET ASSETS ATEND OF YEAR § 186,660,183 § 14,275,733

i3
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A-127
Year Ended June 30, 2011
Aggregate
Primary Discretely
Health Presented
Syséem Component Units
OPERATING REVENUE:
Chatges for services:
Net patient service revenue $ 512916915 $ 10,649,062
Other revenue 20,228,866 15,320,522
TOTAL OPERATING REVENUE 533,145,781 25,969,584
OPERATING EXPENSES:
Salaries, wages and benefits 291,883,901 11,993,950
Supplies and other expenses 112,145,736 12,878,103
Purchased services 94,234,841 375,607
Insurance and taxes 4,358,779 19,947
Depreciation 25,569,614 396,391
TOTAL OPERATING EXPENSES 528,192,871 25,663,998
OPERATING INCOME 4,952,910 305,586
NONOPERATING REVENUE (EXPENSES):
Gain (loss) on disposal of assets 1,676 8,489
Interest and investment income 2,312,468 500,508
Interest expense (10,352,223) (74,979)
Provision for income taxes - (332,251)
Change in mark-to-market of interest rate swaps 1,600,620 -
NET NONOPERATING REVENUE (EXPENSES) (6,431,459) 101,767
Income (loss) before contributions (1,478,549) 407,353
Operating distributions 74,410 -
Capital contributions/other, net 886,327 1,200,000
CHANGE IN NET ASSETS (517,812) 1,607,353
NET ASSETS AT BEGINNING OF YEAR 204,528,977 12,465,801

NET ASSETS ATEND OF YEAR § 204,011,165 $§ 14,073,154

See notes to combined financial statements. 14
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A-128

CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)
Combined Statemnents of Cash Flows
Primary Health System
Year Ended June 30,
2012 2011

CASH FLOWS FROM OPERATING ACTIVITIES:

Receipts from third-party payors and patients

Payments to vendors and others for supplies, purchased
services, and other expenses

Payments to and on behalf of employees

Other receipts

NET CASH PROVIDED BY OPERATING ACTIVITIES
CASH FLOWS FROM NONCAPITAL FINANCING

ACTIVITIES:
Contributions (distributions)

CASH FLOWS FROM CAPITAL AND RELATED

FINANCING ACTIVITIES:

Acquisition and construction of capital assets, net
Principal paid on bonds, capital lease obligations and other

Proceeds from sale of assets

Interest payments on long-term debt

Proceeds received from long-term debt, net

Capital contributions/other, net
NET CASH USED IN CAPITAL AND
RELATED FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES:
Interest, dividends, and net realized gains on investments
Change in long-term investments for working eapital
Advances under note agreeements
Cash provided by assets limited as to use

NET CASH PROVIDED BY
INVESTING ACTIVITIES
DECREASE IN CASH

AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS

CASH

AT BEGINNING OF YEAR
AND CASH EQUIVALENTS

$522,220,700  $ 492,855,235

(222,829,499)  (207,866,302)
(308,557,666) (289,078,422)
17,379,057 18,684,496
8212592 14,595,007
(198,111) 74,410
(20,962299)  (26,446,924)
(7,396,156)  (7,850,276)
11,256,695 437,380
(9,652,060)  (9,881,067)
- 2,177,310
(231,984) 886,327
(26,985,804)  (40,677,250)
2,168,553 1,700,558
20,444,766  (4,132,702)
(12,948,997) ]
1,481,562 3,405,299
11,145,384 973,155
(7:825,439)  (25,034,678)
35,645,908 60,680,586

ATEND OF YEAR § 27,820,469 § 35,645,908

15
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A-129 |

Primary Health System
Year Ended June 30,
2012 2011

RECONCILIATION OF OPERATING INCOME TO

NET CASH PROVIDED BY OPERATING ACTIVITIES:

Operating income (loss)

Adjustments to reconcile operating income (loss) to net

cash provided by operating activities:

" Depreciation
Provision for self-insurance
Non-cash operating revenue recognized on Plaza

$ (9,787436) $ 4,952,910

26,241,609 25,569,614
1,203,978 1,283,158

Surgery acquisition (2,175,057) -
Changes in assets and liabilities: "
Patient accounts receivable, net 3,803,194 (5,257,277)
Estimated amounts due from (due to) third
party payors, net 8,467,153  (14,287,980)
Inventories and other assets (7,061,422) (5,530,646)
Accounts payable and accrued expenses (3,268,775) 7,844,284
Accrued salaries and related liabilities (8,985,999) 1,433,114
Other current and long-term liabilities (224,653) (1,412,170)

NET CASH PROVIDED BY OPERATING ACTIVITIES § 8,212,592 § 14,595,007

SUPPLEMENTAL INFORMATION:

During the year ended June 30, 2012, the Primary Health System entered into several capital
leases with third parties for office space. The capital leases represented liabilities at the
inception of the leases of approximately $6,600,000. Additionally, in 2012, as a result of the
acquisition of all outstanding units of Plaza Surgery, G.P. (Note A) deferred receipts were
recognized as other operating revenue. Further, in connection with the gain on the sale of
property discussed in Note E, proceeds due to Primary Health System of $2,355,000 were
withheld and are reflected as other current assets in the combined balance sheets.

During the year ended June 30, 2011, the Primary Health System entered into a term loan with a
financial institution to finance-the acquisition of the Lifestyle Center, formerly leased from
Sports Barn Inc. (see Notes E and G). The capital lease linbility at time of purchase was
approximately $4,954,000, Additionally, during the year ended June 30, 2011, the Primary
Health System entered into a five year capital lease with Cardiovascular Care Center, PLLC for
the lease of certain equipment and furniture. The capital lease liability at time of inception was

approximately $313,915.

See notes to combined financial statements. 16
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A-130

CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Notes to Combined Financial Statements

Years Ended June 30, 2012 and 2011

NOTE A--SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity: The Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger Health
System (the Primary flealth System) was created by a private act passed by the General
Assembly of the State of Tennessee on March 11, 1976, and adopted by a majority of the
qualified voters of Hamilton County, Tennessee on August 5, 1976. The Chattanooga-Hamilton
County Hospital Authority consists of the Primary Health System and its aggregate discretely

presented component units as disclosed below.

The Primary Health System provides comprehensive healthcare services throughout Hamilton
and Bledsoe counties, as well as outlying areas in southeastern Tennessee and north Georgia.
These services are provided primarily through the hospital and other facilities located on the
Baroness campus of Erlanger Medical Center. The Primary Health System also operates other
hospitals and clinics throughout the area. The Primary Health System is considered the primary
governmental unit for financial reporting purposes. As required by accounting principles
generally accepted in the United States of America, these combined financial statements present
the Primary Health System and its component units. The component units discussed below are
included in the Primary Health System’s reporting entity because of the significance of their
operational or financial relationships with the Primary Health System.

The primary mission of the Primary Health System and its component units is to provide
healthcare services to the citizens of Chattanocoga, Hamilton County and the surrounding area.
Only those activities directly associated with this purpose are considered to be operating
activities. Other activities that result i gains or losses unrelated to the Primary Health System’s

primary mission are considered to be nonoperating.

ContinuCare HealthServices, Inc., Plaza Surgery, G.P., Cyberknife of Chattanooga, LLC, UT-
Erlanger Medical Group, Inc., and Erlanger Health Plan Trust are legally separate organizations
for which the Primary Health System is financially accountable. Accordingly, these

organizations represent component units of the Primary Health System.

Blended Component Units: The financial statements of Erlanger Health Plan Trust are blended
with the Primary Health System in the basic combined financial statemenis as the board of
Erlanger Health Plan Trust is substantially the same as that of the Primary Health System.

Plaza Surgery, G.P. (Plaza) operated an ambulatory surgery center on the Primary Health
System’s campus. At June 30, 2011, the Primary Health System owned a controlling 51%
interest in Plaza. As a general partnership, general partners are jointly and separately liable for
the debts of Plaza. Accordingly, Plaza was fiscally dependent on the Primary Health System. In
2012, the Primary Health System purchased the remaining outstanding units of Plaza for
$850,150. The accompanying 2012 combined financial statements reflect Plaza’s operations,

17
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A-131

CHATTANCOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Notes fo Combined Financial Statements - Continued

Years Ended June 30, 2012 and 2011
NOTE A--SIGNIFICANT ACCOUNTING POLICIES - Continued

assets and liabilities as a blended component unit. The 2011 combined financial statements have
been reclassified to present Plaza as a blended component unit, rather than a discretely presented

component unit as previously reported.

Plaza was capitalized September 1, 2001 by the contribution by the Primary Health System of
cash of $566,000 and the going concern value (ie., goodwill) of Plaza Ambulatory Surgery
Center (valued at $7,402,000 by an appraisal agreed to by all of the general partners) and the
contribution of cash from certain minority partners of $3,369,000. Concurrent with the
capitalization of Plaza, and execution’of an Asset Transfer Agreement, Plaza distributed cash of
$2,935,000 to the Primary Health System such that the partners’ capital of the Primary Health
System and the minority partners after the distribution were in accordance with the Amended and
Restated Partnership Agreement. The distribution of cash from Plaza has been reflected in other
long-term liabilities of the Primary Health System in the accompanying 2011 combined financial
statements as a result of certain put and call rights that the minority partners had with respect to
Plaza. Upon the expiration of the put and call rights at August 31, 2003, the Primary Health
System began amortizing this amount to income over the remaining term of the lease agreement
associated with the Asset Transfor Agreement. Such amortization totaled $149,448 in 2011, and
s reflected within other revenue in the accompanying combined statements of revenus, expenses
and changes in net assets. In 2012, due to the acquisition of all remaining outstanding units, the

remaining deferred receipts have been reflected as part of other revenue.

Discretely Presented Component Unifs: The aggregate discretely presented component units
column in the basic combined financial statements includes the financial data of the Primaty
Health System’s other component units. They are reported in a separate column to emphasize
that they are legally separate from the Primary Health System. See combined, condensed

financial information in Note Q.

"1.  ContinuCare HealthServices, Inc. and subsidiary (ContinuCate) provide health and
supportive services to individuals in their homes in the Hamilton County and notth
Georgia areas. ContinuCare also provides retail pharmacy goods and services at four
locations in Hamilton County. The Primary Health System owns 100% of the stock of
ContinuCare. Separately audited financial statements for ContinuCare HealthServices,
Inc. may be obtained by mailing a request to 1501 Riverside Drive, Suite 140,

Chattanooga, Tennessee 37406.

18
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A-132

CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Notes to Combined Financial Statements - Continyed

Years Ended June 30, 2012 and 2011

NOTE A--SIGNIFICANT ACCOUNTING POLICIES - Continued

ContinuCare owes the Primary Health System for various services, supplies, and rents
provided, or expenses paid on its behalf. Actual expenses incurred related to these
services were $1,728,869 and $1,497,179 in 2012 and 2011, respectively, including
management fees of approximately $33,000 each year. In addition, ContinuCare
provides staffing, contract nurse visits, and administrative services to the Primary
Health System. Such revenues were $508,888 and $293,986 in 2012 and 2011,
respectively. Amounts due at June 30, 2012 and 2011 are included in amounts due
to/from other governments in the accompanying combined financial statements.

Cyberknife of Chattanooga, LLC (Cyberknife) provides radiation therapy services,
specifically robotic stereotactic radiosurgical services, through the use of a cyberknife
stereotactic radiosurgery system on the Primary Health System’s campus. At June 30,
2012 and 2011 the Primary Health System owns 51% of Cyberknife’s outstanding

membership units.

During fiscal year 2011, Cyberknife was capitalized by thie contribution of the Primary
Health System of $612,000 and the contribution of cash from certain minority partners
of $588,000. In addition to the capital confributions, each Member is required, as a
condition precedent to such Member’s admission as a Member of Cyberknife, to
deliver limited guaranties, guaranteeing prorata repayment of indebtedness of
Cyberknife incurred to finance its equipment costs and its working capital needs. As of
June 30, 2012, total debt outstanding was $4,416,667. Income is allocated to Members
based on ownership percentages and taxed at the Member level based upon the tax
status of the partner. The portion of income allocated to the Primary Health System is
exempt from income taxes based on the Primary Health System’s tax-exempt status.

As of June 30, 2012, CyberKnife owes the Primary Health System for various services,
supplies and rents provided, or expenses paid on its behalf. The Primary Health System
owes Cyberknife for radiation services provided by Cyberknife to the Primary Healih
System’s patients. Revenues related to those services provided to the Primary Health
System were $1,595,300 and $223,600 in 2012 and 2011, respectively. Amounts due at
June 30, 2012 and 2011 are included in amounts due to/from other governments in the

accompanying combined balance sheets.

UT-Erlanger Medical Group, Inc. (the Medical Group) was formed on June 30, 2011
and provides professional healthcare services to the public and related services through
its employed and contracted licensed physicians and other supporting healthcare
providers. The Medical Group has no members; however, the Primary Health System

19
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A-133

CHATTANOOGA-HAMILTON COUNTY HOSFITAL AUTHORITY
(d/b/a Erlanger Health System)

Notzs to Combined Financial Statements - Continued

Years Ended June 39, 2012 and 2011
NOTE A--SIGNIFICANT ACCOUNTING POLICIES - Continued

may access the Medical Group’s services. The Primary Health System is not entitled to
any potential earnings of the Medical Group except for compensation for services
rendered to the Medical group on its behalf. The Medical Group is not yet active.

Erlanger Health System Foundations (the Foundation): The Foundation assists the Primary
Health System to promote and develop charitable and educational opportunities as it relates to
those healthcare services provided by the Primary Health System. The Primary Health System is
not financially accountable for the Foundation and as a result the Foundation has not been

included in the combined financial statements.

Contributions from the Foundation totaling approximately $494,000 and $1,487,000 for the
years ended June 30, 2012 and 2011, respectively, were recognized as confribution revenue by

the Primary Health System.

Use of Estimates: The prepatation of the combined financial statements in conformity with
accounting principles generally accepted in the United States of America requires management
to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities as of the date of the combined financial statements
and the reported amounts of revenue and expenses during the reporting period. Actual results

could differ from those estimates.

Enterprise Fund Accounting: The Primary Health System and its blended component units
utilize the enterprise fund method of accounting whereby revenue and expenses are recognized
on the accrual basis using the economic resources measurement focus. In December 2010, the
Governmental Accounting Standards Board (GASB) issued Statement No. 62, Codification of
Accounting and Financial Reporiing Guidance Contained in Pre-November 30, 1989 Financial
Accounting Standards Board (FASB) and American Institute of Certified Public Accountants
(AICPA) Pronouncements. This Statement incorporates into the GASB’s authoritative literature
certain accounting and financial reporting guidance that is included in the following
pronouncemens issued on or before November 30, 1989, and which does not conflict with or
confradict GASB pronouncements: FASB Statements and Interpretations; Accounting Principles
Board Opinions; and Accounting Research Bulletins of the AICPA Committee on Accounting
Procedure. This Statement also supersedes Statement No. 20, Accounting and Financial
Reporting for Proprietary Funds and Other Governmental Entities That Use Proprietary Fund
" Accounting, thereby eliminating the election provided in paragraph 7 of that Statement for
enterprise funds and business-type activities to apply post-November 30, 1989 FASB Statements
and Interpretations that do not conflict with or contradict GASB pronouncements. The
requirements of this Statement are effective for financial statements for periods beginning after
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A-134

CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Notes to Combined Financial Statemenis - Continued

Years Ended June 30, 2012 and 2011
NOTE A--SIGNIFICANT ACCOUNTING POLICIES - Continued

December 15, 2011, however, earlier application is permitted and the provisions of the Statement
are required to be applied retroactively for all periods presented. The requirements of this
Statement were adopted by the Primary Health System in 2011 and the adoption did not have a
material impact on the combined financial statements.

Recently Issued or Effective Accoymting Pronouncements: In June 2010, the GASB issued
Statement No. 59, Financial Instruments Ownibus. The Statement is effective for years
beginning after June 15, 2010 and updates current standards regarding the financial reporting of
financial instruments and external investment pools. The requirements of this Statement will
improve financial reporting by providing more complete information, by improving consistency
of measurements, and by providing clarifications of existing standards. The requirements of this
Statement were adopted by the Primary Health System in fiscal year 2011 and the adoption did
not have a material impact on the combined financial statements.

In November 2010, the GASB issued Statement No. 61, The Financial Reporting Entity:
Omnibus. The Statement is effective for financial statement petiods beginning after June 15,
2012 and amiends Statement No. 14, The Financial Reporting Entity, and the related financial
reporting requirements of Statement No. 34, Basic Financial Statements—and Management's
Discussion and Analysis - for State and Local Governments. This Statement modifies certain
requirements for inclusion of component units in the financial reporting entity and amends the
criteria for reporting component units as if they were part of the primary government in certain
circumstances. Management of the Primary Health System is evaluating the impact of this

Statement on the combined financial statements.

In June 2011, the GASB issued Statement No. 63, Financial Reporting of Deferred Outflows of
Resources, Deferred Inflows of Resources, and Net Position. This Statement amends the net
asset reporting requirements of GASB Statement No. 34 and other pronouncements by
incorporating deferred outflows and inflows of resources into the definitions of the required
components of the residual measure and renaming that measure as net position, rather than net
assets. This Statement will be effective in fiscal year 2013 for the Primary Health System and is
not expected to materially impact the combined financial statements.

In March 2012, the GASB issued Statement No. 65, ffems Previously Reported as Assets and
Liabilities. Statement No. 65 establishes reporting standards that reclassifying items previously
reported as assets or liabilities as deferred inflows or outflows. This Statement will be effective
for the Primary Health System in 2014 and management is currently evaluating its impact on the

combined financial statements.
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A-135

CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Notes to Combined Financial Staterents - Continued

Years Ended June 30, 2012 and 2011
NOTE A--SIGNIFICANT ACCOUNTING POLICIES - Continued

In Januaty 2010, FASB issued Accounting Standard Update 2010-06, lmproving Disclosures
about Fair Value Measurements, as it relates to FASB ASC 820, Fair Value Measurement. This
Update provides amendments to FASB ASC 820 that requires both new disclosures and further
clarifies existing disclosures. This Update was effective for years beginning after December 15,
2009, except for disclosures about purchases, sales, issuances and settlements in the roll forward
of activity in Level 3 fair value measurements, which was effective for years beginning after
December 15, 2010, The requitements of this Update, excluding those related disclosures about
purchases, sales, issuances, and seftlements in the roll forward of activity in Level 3 fair value
measurements, were adopted by the Primary Health System in fiscal year 2011 and the adoption
did not have a material impact on the combined financial statements. As it pertains to Level 3
fair value measurements, this Update was adopted in 2012 but did not have a material impact

upon adoption.

In August 2010, FASB issued Accounting Standard Update 2010-23, Measuring Charity Care
for Disclosure, that amends Topic 954, Health Care Entities. This Update provides amendments
that require cost to be used as the measurement basis for charily care disclosure purposes and
that cost be identified as the direct and indirect costs of providing the charity care. The
amendments in this Update also require disclosure of the method used to identify or determine
such costs. This Update was effective for the 2012 fiscal year and was applied retrospectively to
2011. Adoption of this Update by the Primary Health System did not impact the combined

financial statements.

Also, in August 2010, FASB issued Accounting Standard Update 2010-24, Presentation of
Insurance Claims and Related Insurance Recoveries, which provides amendments that clarify
that a healtheare entity should not net insurance recoveries against a related claim liability.
Additionally, the amount of the claim liability should be determined without consideration of
insurance recoveries. Prior to this Update, healthcare entities were permitted to net insurance
recoveries against the accrual of malpractice claims or similar liabilities. This Update was
adopted in 2012 by the Ptimary Health System and there was no significant impact upon

adoption,

Net Paiient Service Revenue/Receivables: Net patient service revenue is reported on the accrual
basis in the period in which services are provided at rates which reflect the amount expected to
be collected. Net patient service revenue includes amounts estimated by management to be

reimbursable by third-party payor programs under payment formulas in effect. Net patient
revenue also includes an estimated provision for bad debts based upon management’s evaluation

22
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Notes to Cornibined Financial Stotements - Continued

Years Ended June 30, 2012 and 2011 _
NOTE A--SIGNIFICANT ACCOUNTING POLICIES - Continued

of collectability based upon the age of the receivables and other criteria, such as payor
classification and management’s assumptions about conditions it expects to exist and courses of
action it expects to take. The Primary Health System’s policies do not require collateral or other
security for accounts receivable, although the Primary Health System routinely accepts
assignment or is otherwise entitled to receive patient benefits payable under health insurance
programs, plans or policies. Supplemental payments from the State of Tennessee are recognized

when determinable (Note B).

Charity Care: The Primary Health System accepts patients regardless of their ability to pay. A
patient is classified as a charity patient by reference to certain policies established by the County
Auditor with regard to the Hamilton County indigent program or by the Primary Health System
for other patients. Essentially, these policies define charity services as those services for which
minimal payment is anticipated. In assessing a patient’s inability to pay, the County and the
Primary Health System utilize the generally recognized poverty income levels, but also include
certain cases where incurred charges are significant when compared to the income of the patient.

These charges are not included in net patient service revenue.

Inventories: Inventories consist principally of medical and surgical supplies, general store
supplies, and pharmacy items and are stated at lower of cost (first-in, first-out) or fair market

value.

Cash Equivalenis: The Primary Health System considers all highly liquid investments with
maturities of three months or less when purchased, excluding amounts whose use is limited by
board designation, held by trustees under indenture agreement, or otherwise restricted as to use,

to be cash equivalents.

Investments: The Primary Health System’s investments (including assets limited as to use) are
reported at fair market value based on quoted masket prices in accordance with GASB Statement
No. 31, Accoumting and Financial Reporting for Certain Invesiments and for External
Investment Pools. Assets limited as to use include funds designated by the Board, funds held by
trustees under trust indentures, and funds restricted by donors or grantors for specific purposes.
The Primary Health System considers those investments with maturities of more than three
months when purchased, maturing in more than one year and whose use is not limited by board
designation, held by trustees under indenture agreement, or otherwise restricted as to use, to be
long-term investments. Investments, including assets limited as to use, consist of United States
government, government agency and municipal bonds, corporate debt and other short-term

investiments.
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CHATTANOCOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Exrlanger Health System)

Notes to Combined Financial Statements - Continued

Yeays Ended June 30, 2012 and 2011
NOTE A--SIGNIFICANT ACCOUNTING POLICIES - Continued

Temporary Investments: The Primary Health System considers all highly liquid investments
with maturities of more than three months when purchased and maturing in less than one year,
excluding amounts whose use is limited by board designation, held by trustees under indenture
agreement, or otherwise restricted as to use, fo be temporary investments. Temporary
investments consist primarily of United States government agency bonds and commercial paper.

Derivative Instruments;: The Primary Health System records all derivatives as assets or liabilities
on the combined balance sheets at estimated fair value and includes credit value adjustments.
The Primary Health System’s derivative holdings consist of interest rate swap agreements. Since
these derivatives are not designated as hedging instruments, matk-to-market accounting applies,
and the gain or loss resulting from changes in the fair value of the derivatives is recognized in the
accompanying combined statements of revenue, expenses and changes in net assets. The Primary
Health System’s objectives in using derivatives are to take advantage of the differences between
taxable and tax-exempt debt, and manage exposure to iriterest rate risks associated with various
debt instruments, however, none of these swap agreements have been designated as a hedge for

accounting purposes (see Note N).

Net Property, Plant and Equipment: Property, plant and equipment is recorded on the basis of
cost. Donated assets are recorded at their fair market value at the date of donation. Leases that
are substantially installment purchases of property are recorded as assets and amortized over
their estimated useful lives ranging from three to thirty years; related amortization is included in
depreciation expense. Depreciation expense is computed over estimated service lives of the
respective classes of assets using the straight-line method. The Primary Health System has
established a capitalization threshold for property, plant and equipment of $2,500 except for
computer equipment, which has a threshold of $1,000. Interest expense and interest income on
borrowed funds related to construction projects are capitalized during the construction period, if
material. Costs of maintenance and repairs are charged to expense as incurred.

The Primary Health System previously adopted the provisions of GASB Statement No. 42,
Accounting and Financial Reporting for Impairment of Capital Assets and for Insurance
Recoveries, which establishes accounting and financial reporiing standards for impairment of
capital assets. A capifal asset is considered impaired when its service utility has declined
significantly and unexpectedly. The Primary Health System did not experience any prominent
events or changes in circumstances affecting capital assets which would require determination as
to whether impairment of a capital asset has occurred during the years ended June 30, 2012 and

2011.
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Compensated Absences: The Primary Health System recognizes an expense and accrues a
liability for employees® paid annual leave and extended illness benefits in the period in which the

employees® right to such compensated absences are eamed. Liabilities expected to be paid
within one year are included as accrued salaries and related liabilities in the accompanying

combined balance sheets.

Deferred Financing Costs: Deferred financing costs consist principally of costs associated with
bond issues and are being amortized, generally, over the terms of the respective debt issues by

the effective interest method.

Income Taxes: The Primary Health System is exempt from income taxes under Section 501(z)
as an organization described in Section 501(c)(3) of the Internal Revenue Code (IRC). In
addition, it qualifies for exemption from federal income taxes pursuant to IRC Section 115 as an
instrumentality of the State of Tennessee. Therefore, no provision for income taxes has been
recognized in the accompanying combined financial statements for the Primary Health System.

As a for-profit entity, ContinuCare is subject to state and federal income taxes. ContinuCare
HealthServices, Inc. and its subsidiary file consolidated federal income fax refurns separately
from the Primary Health System. At June 30, 2012 and 2011, ContinuCars had no significant

uncertain tax positions.

As a Limited Liability Corporation, Cyberknife, a discretely presented component unit, is subject
to State of Tennessee income taxes. As such, Cyberknife recognizes liabilities for uncertain tax
positions when it is more likely than not that a tax position will not be sustained upon
examination and settlement with various taxing authorities. At June 30, 2012 and 2011,

Cyberknife had no significant uncertain tax positions.

Contributed Resources: Resources restricted by donors for specific operating purposes are held
as restricted funds and recognized as operating or capital contributions in the accompanying
combined financial statements. When expended for the intended purpose, they are reported as
operating distributions and recognized as other operating revenue. Contfributed resources consist
of amounts restricted by donors for specific purposes. Fundraising expenses are netted against

contributions recognized.

Net Assets: Net assets of the Primary Health System are classified in three components. Nez
assets invested in capital assets, net of related debt consist of capital and other assets net of
accumulated depreciation and reduced by the current balances of any outstanding borrowings
used to finance the purchase or construction of those assets. Restricted expendable net assets are
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net assets that must be used for a particular purpose that are either extemally imposed by
creditors, grantors, contributors or laws or regulations of other governmenfs or imposed by law
through constitutional provisions or enabling legislation. Unrestricted net assets are remaining
net assets that do not meet the definition of invested in capital assets, net of related debt or

restricted expendable.

Fair Value of Financial Instruments: The carrying amounts reported in the combined balance
sheets for cash, accounts receivable, investments, accounts payable and accrued expenses

approximate fair value.

The carrying value of long-term debt and capital lease obligations (including the current portion)
was $185,240,524 as of June 30, 2012 and $185,950,461 as of Tune 30, 2011. The estimated fair
value of long-term debt and capital lease obligations (including current portion) was
$194,322,333 and $190,984,131 as of June 30, 2012 and 2011, respectively. The fair value of
long-term debt related to fixed interest long-term debt and capital lease obligations was
estimated using discounted cash flows, based on the Primary Health System’s incremental
borrowing rates or from quotes obtained from investment advisors. The fair vatue of long-term

debt related to variable rate debt approximates its carrying value.

Subsequent Events: The Primary Health System evaluated all events or transactions that
occurred after June 30, 2012 through September 14, 2012, the date the combined finangial
statements were available to be issued. Management did not note any material recognizable
subsequent events that required recognition or disclosure in the June 30, 2012 combined

financial statements, other than as disclosed in Note P.

Reclassifications: Certain reclassifications have been made to the 2011 combined financial
statements to conform with the 2012 eombined financial statements presentation. The 2011
financial statements have been reclassified to reflect Plaza as a blended component unit due fo
the Primaty Health System’s acquisition of a 100% interest in 2012. The impact on the

previously reported Primary Health System’s results is as follows:

2011
2011 As Originally
Reclassified . Reported

§ (1478549) §  (1,432,170)
$ 204,011,165 § 203,610,917

Income (loss) before contributions

Net assets
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A reconciliation of the amount of services provided to patients at established rates by the
Primary Health System to net patient service revenue as presented in the combined statements of
revenue, expenses and changes in net assets for the years ended June 30, 2012 and 2011 is as

follows:
Primary Health System
2012 2011

$ 1,007,816,189 $ 994,671,357
657,002,015 626,186,169

Gross patient service charges 1,664,818,204 1,620,857,526
Less: Confractual adjustments and other discounts 974,199,369 943,692,763
77,554,683 78,764,922

Charity care
Estimated provision for bad debts 98,982,459 85,482,926
1,150,736,511 1,107,940,611

$ 514,081,693 $ 512,916,915

Inpatient service charges
Outpatient service charges

Net patient service revenue

Charity Care and Community Benefit: The Private Act of the State of Tennessee establishing the
Primary Health System obligates the Primary Health System to make iis facilities and patient
care programs available to the indigent residents of Hamilton County to the extent of funds
appropriated by Hamilton County and adjusted operating profits, as defined. The annual
appropriation from Hamilton County is not to be less than $3,000,000 in each fiscal year without
approval of the anary Health System, so long as the 1966 Hamilton County Sales Tax
Agreement remains in effect. The Sales Tax Agreement expired in May 2011 which resulted in
a $1,500,000 reduction for fiscal year 2012. Total charity care charges for services provided to
the certified indigent residents of Hamilion County (net of the appropriation) were approximately
$23,387,000 and $23,241,000 for the years ended June 30, 2012 and 2011 for the Primary Health

System.
In addition to charity care provided to specific patients within the hospital setting, the Primary
Health System also provides unreimbursed services to the community which includes free and

low cost health screenings. The Primary Health System also hosts health fairs and helps sponsor
many other events that are free to the public and are spread throughout the year in various

community locations.

The Primary Health System’s Community Relations department, which conducts health,
wellness and safety education classes and health screenings, includes Erlanger HealthLink Plus,
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a free adult membership program with over 15,000 members in the Chattanooga Statistical
Metropolitan Service Area. The program provides over 16 classes and/or screenings and fitness
opportunities per month that are free or at a low cost to members and to the community. These
classes and screenings are held in two primary locations with additional classes at satellite
locations in the region. As part of Community Relations, Safe & Sound, an injury prevention
service of Children’s Hospital, offers free educational events regarding childhood injury
prevention, including free car seat inspection and installation workshops. The Community
Relations program utilizes the services of physicians, nurses, volunteers, educators, registered
dietitians, social workers, secretaries and management personnel of the Primary Health System.

The Primary Health System’s consumer call center, Erlanger HealthLink (423-778-LINK) is a
free call center staffed by RN'’s to answer health questions, offer free physician referrals and to
register participants in the programs offered by Community Relations, Women’s & Infant
Services and other departments and divisions of the Primary Health System.

Uncompensated Care Costs: The following table summarizes the estimated total uncompensateci
care costs provided by Erlanger Medical Center as defined by the State of Tennessee for the

years ended June 30, 2012 and 2011:

2012 2011
Uncompensated cost of TennCareMedicaid $ 27864201 $ 29415995
Traditional charity uncompensated costs 25,568,279 26,179,522
Bad debt cost 32,074,717 27.395,230

Total uncompensated care costs _ $ 85,507,197 $ 82,990,747

The uncompensated cost of TennCare/Medicaid is estimated by taking the estimated cost of
providing care to the TermCare/Medicaid patients less payments from the TennCare and
Medicaid programs. The payments exclude revenues from essential access and other, one-time
supplemental payments from TennCare of approximately $11,359,000 and $7,367,300 for the
years ended June 30, 2012 and 2011, respectively, as such payments are not guaranteed for
future periods. Traditional charity uncompensated costs exclude approximately $1,500,000 of
local government support in 2012 and approximately $3,000,000 in 2011.

Revenue from Significant Payors: Gross patient service charges related to the Medicare program
accounted for approximately 29.7% and 29.6% of the Primary Health System’s patient service
charges for the years ended June 30, 2012 and 2011, respectively. Gross patient service charges
related to the TennCare/Medicaid programs accounted for approximately 24.8% and 25.4% of
the Primary Health System’s patient service charges for the years ending June 30, 2012
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and 2011, respectively. TennCare typicaliy teimburses providers at an amount less than their
cost of providing services to TennCare patients. At June 30, 2012 and 2011, the Primary Health
System has a credit concentration related to the Medicare and TennCare programs.

During 2012 and 2011, the Primary Health System recognized revenue from these programs
related to disproportionate share payments and trauma fund payments of $10,176,000 and
$4,002,000, respectively. In fiscal year 2011, the Primary Health System received payments
from the Tennessee Hospital Assessment Fund of $2,916,010, which have been recognized in the
accompanying combined statements of revenue, expenses and changes in net assets. No such
amounts were recognized in 2012. During 2012, the Primary Health System recognized
approximately $3,100,000 of revenue related to electronic health records expenditures to be
reimbursed by the Medicaid program. Such amounts are subject to audit and amounts ultimately
received may differ from amounts currently recognized. Additionally, in 2012, the Primary
Health System received approximately $3,200,000 from Medicars related to a rural floor budget

neutrality settlement that has been recognized as revenue.

Laws and regulations governing the Medicare and TennCare/Medicaid programs are complex
and subject to interpretation. As a result, there is at least a reasonable possibility that recorded
estimates, as they relate to revenue recognized from these programs, will change by a material
amount in the near térm. The estimated reimbursement amounts are adjusted in subsequent
periods as cost reports are prepared and filed and as final seftlements are determined. Final
determination of amounts earned under prospective payment and cost reimbursement activities is
subject to review by appropriate governmental authorities or their agents. Management believes
that adequate provisions have been made for adjustments that may result from final
determination of amounts earned under Medicare and Medicaid programs. The effect of prior
year cost report settlements, or changes in estimates, increased net patient service revenue by

approximately $1,770,000 in 2012 and by approximately $2,400,000 in 2011.

The Primary Health System believes that it is substantially in compliance with all applicable
laws and regulations and is not aware of any on-going or threatened investigations involving
allegations of potential wrongdoing. Recently, government activity has increased with respect to
investigations and allegations concerning possible violations of fraud and abuse statutes and
regulations by healthcare providers, such as the Medicare Recovery Audit Contractor Program.
Violations of these laws and regulations could result in expulsion from government healthcare
programs together with the imposition of significant fines and penalties, as well as significant
repayments for patient services previously billed. Compliance with such laws and regulations
can be subject to future government réview and interpretation as well as regulatory actions
unknown or unasserted at this time. Management believes that any amounts payable related to
audits through the Medicare Recovery Audit Contractor program, or similar initiatives, will not
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have a significant impact on the combined financial statements. However, due to the
uncertainties involved, management’s estimate could change in the future.

The Primary Health System has also entered info reimbursement agreements with certain
commercial insurance companies, health maintenance organizations and preferred provider
organizations. The basis for reimbursement under these agreements includes prospectively
determined rates, per diems and discounts from established charges.

NOTE C--CASH AND CASH EQUIVALENTS

Cash and cash equivalents reported on the combined balance sheets include cash on hand and
deposits with financial institutions including demand deposits and certificates of deposit.

The carrying amount of cash and cash equivalents consists of the following at June 30:

Primary Health Systzm
2012 2011
General Fund:
Demand deposits $ 25,703,339 $ 9,604,835
Cash on hand 10,254 10,454
Cash equivalents 2,106,876 26,030,619

§ 27820469 $ 35,645,908

Cash equivalents include ceriificates of deposit, money market accounts, U.S. Government
agency investments and commercial paper whose maturity, when purchased, was three months or

less.

Bank balances consist of the following at June 30:

Primary Health System
2012 2011
Insured (FDIC) $ 3770,196 § 4,582,345
Collateralized under the State of Tennessee Bank
Collateral Pool 20,008,446 19,435,388

$ 23,778,642 § 24,017,733

In addition to the above bank balances, the Primary Health System held investments which met
the definition of a cash equivalent and are included in cash and cash equivalents. At June 30,

.......................... o
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2012 and 2011, amounts totaling $2,106,876 and $21,030,619 respectively, were invested in U.S.
Government agency obligations and commercial paper,

Through December 31, 2010, the Primary Health System maintained bank balances with certain
financial institutions which participated in the Federal Deposit Insurance Corporation (FDIC)
Transaction Account Guarantee (TAG) Program. The TAG program expired on December 31,
2010, with the Dodd-Frank Deposit Insurance Provision becoming effective as of the same date
through December 31, 2012, Under the Dodd-Frank Deposit Insurance Provision, all non-
interest bearing transaction accounts held by FDIC-insured depository institutions are fully

insured by the FDIC for the entire balance of the account.

The Primary Health System’s deposits would be exposed to custodial credit risk if they are not
covered by depository insurance and the deposits are uncollateralized or are collateralized with
securities held by the pledging financial institution’s frust department or agent but not in the
depositor government’s name. The risk is that, in the event of the failure of a depository
financial institution, the Primary Health System will not be able to recover deposits or will not be
able to tecover collateral securities that are in the possession of an outside party.

NOTE D--DISAGGREGATION OF RECEIVABLE AND PAYABLE BALANCES

Patient Accounts Receivable, Net: Patient accounts receivable and related allowances are as

follows at June 30:
Primary Health: Syséem

2012 2011
$§ 296,701,066 $ 310,069,861

Gross patient accounts receivable
Estimated allowances for contractual adjustments and

uncollectible accounts (220,059,628) (229,625,229)

Net patient accounts receivable. $ 76,641,438 $ 80,444,632

Other Current Assets: Other current assets consist of the following at June 30:

Primary Health System

2012 2011
Prepaid expenses $ 5,000,884 $ 5,673,042
Other receivables 19,388,513 9,417,523

Total other current assets $§ 24,389,397 $ 15,090,565
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Accounts Payable and Accrued Expenses: Accounts payable and accrued expenses consist of the
following at June 30:

Primary Health System

. 2012 2011
Due to vendors $ 33,759,165 $ 37,792,269
Other 2,999,537 2,235,208

Total accounts payable and accrued expenses § 36,758,702 § 40,027,477

Other Long-Term Liabilities: Other long-term liabilities consist of the following at June 30:

Primary Health System

2012 2011
Pension obligation $ 10,547,623 $ 10,650,625
Postretirement benefits other than pensions 4,851,114 2,820,106
Compensated absences 7,019,203 7,679,623
Medical malpractice and general liabilities 5,462,500 5,085,000
Interest rate swaps and other 8,651,568 10,486,095
Deferred gain on sale of property 4,865,237 -

Total other long-term liabilities § 41,397,245 § 36,721,449

NOTE E--NET PROPERTY, PLANT AND EQUIPMENT

Net property, plant and equipment activity for the Primary Health System for the years ended
June 30, 2012 and 2011 consisted of the following:

Balance Balence Balance
at Jure Reductions/ of June Beduciions/ of June
30,2018 Addiions  Tramsfers 30,2011 Additions __ Tvansgfers 30,2012
Cepital assets:
Land and improvements 5 26,962,642 8 - 8 70,138 § 26883511 § 385757 § 1913362 § 25355906
Buildings 239,419,920 4,026,045 - 243,445,965 0,082,187 28,652,217 223,875,935
Equipment 346,964,512 20,240,036 9,965,251 357,235,297 21,779.957 28,498,593 350,516,661
613,347,081 24,266,081 10,048,389 627,564,773 31,247,901 59,064,172 599,748,502
Accumulated depreciation :
Land and improvements 12,284,636 267,456 - 12,552,092 589,770 1,916,632 11,235,230
Buildings 168,324,908 8,311,286 11,971 176,624,223 7,720,427 22,551,870 161,792,780
Equipment 278,136,475 16,990,872 9,606,716 285,520,631 17,931,412 27,664,817 275,787,226

458,746,019 25,569,614 9,618,687 474,696,946 26,241,609 52,133,319 448,805,236
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Balence Balance Balance

a June Reductions/ i Jure Reductions/ ot June

38,2012

20,2010 Additions Trensfers 30,2011 Additions Iransfers

Capital assets net of
429,702 152,867,827 5,006,292 6,930,853 150,943,266

acoumulated depreciation 154,601,062 (1,303,533)
Construction in progress
(520,530,000 estimated
cost to complete at June
30,2012) 7,968,348 16,228,654 13,733,899 10,463,103 16,548,309 20,236,515 6,774,897

§ 162,560410 § 14925121 § 14,163,601 § 163,330930 § 21,554,601 § 27,167,368 $ 157,718,163

Depreciation expense tofaled $26,241,609 and $25,569,614 for the years ended June 30, 2012
and 2011, respectively. Construction in progress at June 30, 2012 consists of various projects for

additions and renovations to the Primary Health System’s facilities.

During 1998, the Primary Health System entered into a twenty-year capifal lease with Sports
Barn Inc., for the operation of the Lifestyle Center, which was recorded in net property, plant and
equipment at the inception of the lease. During fiscal year 2011, the Primary Health System
purchased the land and building, recording the difference between the capital lease liability and

purchase price as an addition to buildings.

During 2012, the Primary Health System entered into an agreement to sell certain professional
office buildings (POBs) and concurrently entered into agreements to lease space from the
purchaser. The sales price of the POBs was approximately $13,333,000, and a gain of
approximately $6,695,000 was realized, including proceeds of approximately $2,355,000 held
back until such time as certain of the leases are finalized. The amount held back is included as

other current assets in the combined balance sheet at June 30, 2012.

Since the Primary Health System is leasing back certain space, accounting principles generally
accepted in the United States required a portion of the gain be deferred and recognized over the
terms of the leases. At June 30, 2012, the deferred gain totals approximately $4,865,000 and is
included as a part of other long-term liabilities in the accompanying combined balance sheets.
The remainder of the gain is included in non-operating revenue (expenses) in 2012.

The leases entered into (or committed to) under this sale/leaseback agreement include certain
leases which meet the criteria for capitalization and are included in Note M.

NOTE F--INVESTMENTS AND ASSETS LIMITED AS TO USE

The Primary Health System’s investments (including assets limited as to use) are reported at
estimated fair value based, generally, on quoted market prices in accordance with GASB
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Statement No. 31, Accounting and Financial Reporting for Certain Investments and for External
Tnvestment Pools. The Primary Health System invests in United States government and agency
bonds, municipal bonds, corporate debt, certificates of deposit and short-term money market
investments that are in accordance with the Primary Health System’s investment policy.
Temporary investments at June 30, 2012 and 2011 consist primarily of United States government

agency bonds and commercial paper.

The carrying and estimated fair values for long-term investments, and assets limited as to use, by
type, at June 30 are as follows:

Primary Health System
2012 2011

U.S. Govemment and agency bonds, including municipal § 119,596,675 $ 140,986,774

bonds, mutual fiinds, and other
Corporate bonds and commercial paper 940,586 2,069,065
Short-term investments and cash equivalents 18,177,563 16,486,799
138,714,824 $ 159,542,638

Total investments and asseis limited as to use $

Assets limited as to uss are classified as follows:

Primary Health System
2012 2011
By board of trustees for capital improvements $ 108,023,256 $ 108,430,377
Under bond indentures - held by trustees 20,900,048 21,412,578
Self-insurance frust 6,089,183 6,644,322
Restricted by donors and other 3,439,941 3,446,713
138,452,428 139,933,990
(33,250) (28,775)

Less current portion
$ 138419,178 § 139,905,215

Assets limited as to use by the board of trustees for capital improvements are to be used for the
replacement of property and equipment or for any other purposes so designated.

Funds held by trustees under bond indenture at June 30 are as follows:
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Primary Health System
2012 2011
Construction fund $ 6 § 521,373
Debt service reserve funds 20,712,768 20,708,421
Principal and interest funds 33,250 28,774
Other funds 154,024 154,010
Total funds held by trustees under bond indenture $ 20,900,048 $ 21,412,578

These funds held by trustees consist primarily of United States government agency obligations,
corporate debt, and other short-term investments and cash equivalents. The debt service reserve
fund is to be used only to make up any deficiencies in other funds related to the Hospital
Revenue and Refunding Bonds Series 1997A, Series 1998A, Series 2000 and Series 2004. The
principal and interest funds are to be used only to pay principal and interest, respectively, on the
Series 1997A, Series 1998A, Series 2000 and Series 2004 bonds.

The Primary Health System has implemented the disclosure requirements of GASB Statement
No. 40, Deposit and Investment Risk Disclosures (GASB No. 40) and, accordingly, the Primary
Health System has assessed the custodial eredit risk, the concentration of credit risk, credit risk,
and investment rate risk of its cash and investments. The Primary Health System’s investment
policy specifies the types of invesiments which can be included in board-designated assets
limited as to use, as well as collateral or other security requirements. The investment policy also
specifies the maximum maturity of the portfolio of board-designated assets. Assets limited as to
use and held by trustees are invested as permiited by the bond indenture.

Custodial Credit Risk: The Primary Health System’s investment securities are exposed to
custodial credit risk if the securities are uninsured, are not registered in the name of the Primary
Health System, and are held by either the counterparty or the counterparty’s trust department or
agent but not in the Primary Health System’s name. The investment risk is that, in the event of
the failure of the counterparty to a transaction, the Primary Health System will not be able to
recover the value of the invesiment or collateral securities that are in the possession of an outside

party.

As of June 30, 2012 and 2011, the Primary Health System’s investments, including assets limited
as to use, were comprised of various short-term investments, U.S. government and government
agency bonds, municipal obligations, corporate bonds, commercial paper, and other U.S.
Treasury obligations. Substantially all of the Primary Health System’s investments, including
assets limited as to use, are uninsured or unregistered. Securities are held by the counterparty, or

by its trust department or agent, in the Primary Health System’s name.
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Concentration of Credit Risk: This is the risk associated with the amount of investments the
Primary Health System has with any one issuer that exceeds 5% or more of its total investments.
Investments issued or explicitly guaranteed by the U.S. Government and investments in mutual
funds, external investment pools, and other pooled investments are excluded from this
requirement. The Primary Health System’s investment policy does not restrict the amount that
may be held for any single issuer. At June 30, 2012, none of the Primary Health System’s
investments with any ome issuer exceed 5% of its total investments except certain U.S.

Government agencies.

Credit Risk: This is the risk that an issuer or other counterparty to an investment will not fulfill
its obligations. GASB No. 40 requires that disclosure be made as to the credit rating of all debt
security investments except for obligations of the U.S. Government or obligations explicitly
guaranteed by the U.S. Government. The Primary Health System’s investment policy provides
guidelines for its fund managers and lists specific allowable investments.

The credit risk profile of the Primary Health System’s investments, including assets limited as to
use, as of June 30, 2012, is as follows:

Bolance Refing
of June 30,
Investnent Type 2012 AAA4 AA A EBBB BB N/A
U.S Government
agency bonds $ 50,063,655 §$ 47,966,278 $ 1,597,377 § - § - 8 - 8 500,000
Bond mutual funds
and other 6,078,302 6,078,302 - - B - -
Munieipal bonds 5,691,156 2,051,180 2,637,336 1,002,640 - - -
Corporate bonds and
commercial paper 940,586 - - 040,586 - - -
Cash equivalents 18,177,563 & . - - - 18,177,563
Total investments § B0,951,262 § 56,095,760 § 4.234.?!_3_:__3 1,043226 % « 8 - & ISL§77.553

Investment Rate Risk: This is the risk that changes in interest rates will adversely affect the fair
value of an investment. The Primary Health System’s investment policy authorizes a strategic
asset allocation that is designed to provide an optimal return over the Primary Health System’s
investment horizon and within specified risk tolerance and cash requirements.

The distribution of the Primary Health System’s investments, including assets limited as to use,
and excluding the self-insurance trust, by maturity as of June 30, 2012, is as follows:
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Remnaining Matarity
Balonce as iz
of June 30, months 13-24 2560 Over 60
Investmnant Type 2012 or less Months Montks Morthy NA
U.S. Government bonds and
sgency funds and other $ 107,827,217 $17991,643 § 10,308,185 $ 41,900,477 § 37,626,912 $ -
Munioipal bonds 5,691,156 2,969,561 1,718,955 1,002,640 - -
Corporate bonds and commercial
pepet 940,586 940,586 - - a
Cash equivalents 18,166,682 18,166,682 - - - -
Total investments $ 132,625,641 $40,068,472 § 12,027,140 $ 42,503,117 § 37,626,912 § -

Additionally, the distribution of the Primary Health System’s investments held under the self-
insurance trust as of June 30, 2012, is as follows:

P, s s A
‘] 4

Balence ez 24
af June 30, montks 25-60 61120 121-249 Cver 240
Inyvestment Type 2012 orless Monchs Months Montks Months NA
U.S. Government bonds and
agencies § 6078302 § 1,282,522 § 2,279,363 $§ 1,647,220 § 243,132 § 626,065 $ -
Cash equivalents 10,881 10,881 - - - - -«
Total investments $ 6089183 § 1293403 § 2279363 $§ 1,647,220 § 243,132 & 626,065 § -

NOTE G-- LONG-TERM DEBT

Long-term debt at June 30 consists of;

Primary Health System
2012 2011

Revenue and Refunding Bonds, Series 2004, net of bond

discount of $684,990 in 2012 and $836,893 in 2011

and including bond issue premium of $1,584,311

in 2012 and $1,725,138 in 2011 $ 76754321 $ 81,373,245
Hospital Revenue Refunding Bonds, Series 2000,

including bond issue premium of $304,215 in 2012
and $327,175 in 2011 © 36,404,215 38,327,175
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Primary Health System
2012 2011
Hospital Revenue Bonds, Series 19984, net of bond
discount of $295,384 in 2012 and $310,153 in 2011 18,859,616 18,984,847
Hospital Revenue Bonds, Taxable Series 1997A 41,000,000 41,000,000
Total bonds payable 173,018,152 179,685,267
Less: unamortized premium paid on advance refunding (895,189) . (981,127)
Total bonds payable, net 172,122,963 178,704,140
Other Loans and Notes Payable 6,282,894 6,902,514
6,834,667 343,807

Capital leases -~ Note M

185240524 185,950,461
(7,929,701) (7,366,079)

$ 177,310,823 $ 178,584,382

Less: current portion

During fiscal year 2011, the Primary Health System entered into a term loan (the Loan) with a
financial institution in the maximum amount of $7,000,000 to finance the acquisition of the
Lifestyle Center property. The rate of interest on the loan is a fixed rate equal to 5.45%.
Monthly payments of principal and interest are payable on the first day of each month for a 10
year term beginning December 1, 2010, with a final payment equal to the unpaid principal plus
accrued and unpaid interest due at maturity. The loan contains certain covenants and restrictions.
Mariagement believes the Primary Health System was in compliance with all such covenants at

June 30, 2012.

The Primary Health System entered into a non-revolving line of credit loan (the Credit
Agreement) with a financial institution in the maximum amount of $41,000,000 to potentially
refund the outstanding principal amount of the Primary Health System’s 1997A Hospital
Revenue Bonds if London InterBank Offered Rate (LIBOR) materially changes. Tlie rate of
interest on disbursed funds, if any, will be a variable rate equal to the London InterBank Offered
Rate plus an applicable margin, as outlined in the Credit Agreement. Monthly installment
payments of the outstanding principal amount, if any, shall be amortized over a period of
seventeen years. As of June 30, 2012, the Primary Health System has not drawn on the Credit

Agreement.

During fiscal year 2010, the Primary Health System remarketed the Series 2004 Hospital
Revenue Refunding Bonds (Series 2004) and the Series 2000 Hospital Revenue Refunding
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Bonds (Series 2000), as described below, and converted such bonds from a variable auction rate
to a fixed rate.

On January 1, 2004, the Primary Health System issusd $85,000,000 insured Series 2004 bonds
for the purpose of refunding $80,925,000 of the total outstanding Series 1993 bonds (described
below). The Primary Health System also utilized the proceeds to pay certain issuance costs and
contributed a portion of the bond proceeds in the amount of $1,633,658 to establish a debt

service fund.

The Series 2004 bonds were issued on parity, with respect to collateral, with other cutstanding
bonds, described below. The Series 2004 bonds are also secured by a mortgage on a portion of
the Primary Health System’s main campus. The Series 2004 bonds mature annually on October
1 beginning in 2010 through 2023 in varying amounts. The Series 2004 bonds maturing after
October 1, 2019 (excluding those maturing on October 1, 2023) may be redeemed by the
Primary Health System after October 1, 2019 at a redemption price equal fo the principal amount
plus accrued interest. The bonds maturing on October 1, 2023 may be redeemed prior to
maturity pursuant to the extraordinary optional redemption and redemption upon damage or
condemnation provisions as described in the Remarketing Memorandum by the Primary Health
System after October 1, 2014 at a redemption price equal to 100% of the principal amount plus
accrued interest. Interest rates for the outstanding Series 2004 bonds rangs from 3.0% to 5.0%.

In August 2000, the Primary Health System issued $47,300,000 insured Series 2000 bonds for
the purpose of refunding $40,000,000 of then outstanding Series 1987 bonds and funding a debt
service reserve fund in an original amount of $4,407,377 and to pay issuance costs. The Series
2000 bonds were issued on parity with other outstanding bond issues. The Series 2000 bonds
consist of term bonds maturing on October 1, 2023; and serial bonds maturing on October 1
anmally beginning in 2010 through 2025. The bonds maturing on October 1, 2023 are subject to
mandatory sinking fund redemption prior to maturity and without premium &t the principal
amount thereof on October 1. The Series 2000 bonds maturing after October 1, 2014 may be
redeemed by the Primary Health System after October 1, 2014 at a redemption price equal to the

principal amount plus accrued interest.
Tnterest rates for the Series 2000 outstanding bonds are as follows:

Series Bonds - 3.75%t0 5.0%
Term Bonds - 5.0%
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The Primary Health System’s 1997A and 1998A Hospital Revenue Bonds (Series 1997A and
Series 1998A, respectively) were issued to fund capital improvements for Erlanger Medical
Center and establish a debt service reserve fund (1998A only) in an original amount of
$2,174,125. The Series 1997A bonds are taxable and are secured on a parity under a Master
Trust Tndenture with other outstanding bond isstes. The bonds mature beginning in fiscal year
- 2015 through fiscal year 2028. The 1997A bonds are subject to optional redemption at 100%

plus accrued interest. Interest is payable at a variable auction rate for a 35-day period, which

was 0.61% at June 30, 2012 and 0.48% at June 30, 2011.

The Series 1998A insured bonds are tax-exempt and consisted of $6,080,000 serial bonds
maturing annually on October 1 of each year through 2013 in varying amounts; and term bonds
maturing on October 1, 2018 and 2028 ($5,825,000 and $17,095,000, respectively). Such bonds
are secured on parity with other outstanding bonds. The bonds maturing after October 1, 2008
may be redeemed by the Primary Health System after April 1, 2008 at amounts ranging from

100% to 101% of par value plus accrued interest.

Interest rates for the outstanding Series 1998A bonds are as follows:

$ 6,080,000 Serics Bonds - 4.75%10 5.00%
$ 5,825,000 Term Bonds - 5.0%
$17,095,000 Term Bonds - 5.0%

During fiscal year 2002, the Primary Health System defeased $5,320,000 of the 1998A bond
issuance because IRS regulations do not permit tax-exempt debenture proceeds to be used to
fund for-profit endeavors. These finds were used in the construction of the Plaza Ambulatory
Surgery Center that was contributed to Plaza on September 1, 2001, as discussed in Note A. The
Primary Health System contributed to an escrow account funds generated from its operations
sufficient to fund all principal and interest payments for approximately $5,320,000 of debentures
until maturity. The Primary Health System was released from being the primary obligor and
cannot be held liable for the defeased obligation, of which approximately $4,700,000 remains

outstanding at June 30, 2012.

The trust indentures and related documents underlying the bonds contain certain covenants and
restrictions. As of June 30, 2012, the Primary Health System was not in compliance with one
such covenant. Failure to meet the covenant required the Primary Health System to engage a
management consultant to prepare a report containing recommendations. Prior to June 30, 2012,
management had engaged such consulfants and, as such, believe they have cured the covenant

violation.
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The Primary Health System’s scheduled principal and interest payments (estimated for variable
rate debt based on rates at June 30, 2012) on bonds payable and other long-term debt (excluding

capital leases) are as follows for the years ending June 30:

Principal Interest Total
2013 $ 7,803,006 $ 6,700,700 $ 14,503,706
2014 7,889,626 6,296,060 14,185,686
2015 10,605,736 5,895,685 16,501,421
2016 11,641,442 5,414,599 17,056,041
2017 11,723,446 4,968,036 16,691,482
2018-2022 65,224,638 17,588,468 82,813,106
2023-2027 55,120,000 4,668,930 59,788,930
2028-2032 8,385,000 216,550 8,601,550

TOTAL $ 178,392,894 $ 51,749,028 § 230,141,922

Long-term debt activity for the Primary Health System for the years ended June 30, 2012 and
2011 consisted of the following:

Balance Bolence Balance
at June Addilons/ at Jueie Additlons/ Reductions/ at June
50,2019 A freti Reduct 30,2011 Amortizators  Accretions 50,2012
Bonds Paynble
Series 2004 § 85877464 § 151,609 § 4,655,828 § 81,373,245 3§ 151904 § 4,770,828 § 76,754,321
Series 2000 40,150,134 “ 1,822,959 38,327,175 1,922,960 36,404,215
Series 1998A 19,500,077 14,770 530,000 18,984,847 14,769 140,000 18,859,616
Series 1997A 41,000,000 B = 41,000,000 - 41,000,000
Premium peid on edvence
refunding (1,067,065) 85,938 a (981,127) 85,938 = (895,139)
Totalbondepayshle 185,460,610 252,317 7,008,787 178,704,140 252,611 6,833,788 172,122,963
Term Loan 74,231 7,180,000 351,717 6,902,514 619,620 6,282,394
Capital leases 5,651,417 313,915 5,621,525 343,807 6,616,296 125,436 6,834,667

Total Jongferm debt _§ 191,186258 § 7746232 § 12,982,029 § 185050461 § 6.B68.007 & ?'IS?‘E_,B@ § 185,240,524

NOTE H~-PENSION PLAN

The Primary Health System sponsors a single-employer, non-contributory defined benefit
pension plan covering substantially all employees meeting certain age and service requirements.
In addition to normal retirement benefits, the plan also provides for early retirément, delayed
retirement, disability and death benefits. The Primary Health System funds the plan as
contributions are approved by the Board of Trustees but not in amounts less than the minimum
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required contribution determined by the plan’s consulting actuary. During the years June 30,
2012 and 2011, the Primary Health System made contributions of $10,367,970 and $8,833,973,
respectively to the plan. The Primary Health System has the right to amend, in whole or in part,
any or all of the provisions of the plan. The plan issues a publicly available financial report that
includes a finaneial statement and required supplementary information for the plan. That report
may be obtained by writing to Erlanger Health System, Atention: Human Resources
Department, 975 East Third Street, Chattanooga, Tennessee 37403 or by calling 423-778-7000.

The annual pension cost and net pension obligation for the years ended June 30, 2012 and 2011
are as follows:

Primary Health System

2012 2011
Annual required contribution $ 10,367,970 $ 8,833,977
Interest on net pension obligation 798,797 798,978
Adjustrhent to annual required contribution (901,802) (801,401)
Annual pension cost 10,264,965 8,831,554
Contributions made (10,367,970) (8,833,973)
Change in net pension obligation (103,005) (2,419
Net pension obligation at beginning of year 10,650,625 10,653,044

Net pension obligation at end of year $ 10,547,620 § 10,650,625

The annual expected contribution for the years ended June 30, 2012 and 2011, was determined as
part of the January 1, 2012 and 2011 actuarial valuations, respectively, using the projected unit
credit cost method. The following actuarial assumptions were utilized:

Primary Health System

2012 2011
Investment rate of return 7.5% 71.5%
Projected salary increases 4.0% 4-4.5%
Inflation 2.5% 2.5%
Increase in Social Security taxable wage base 3.5% 3.5%

Annual pension costs, contribution information and the net pension obligation for the last three
fiscal years follows:
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Three-Year Trend Information
Annral Pension Percentage of Net Pension
Fiscel Year Ending Cost (APC) APC Contributed Oblization

Tume 30, 2010 $ 7,554,226 99% § 10,653,044 "
June 30,2011 8,831,554 100% 10,650,625 -
June 30, 2012 10,264,965 101% 10,547,620

The schedule of funding progress shown below presents multi-year trend information about
whether the actuarial value of plan assets is increasing or decreasing over time relative to the
actuarial accrued liability for benefits. The actuarial asset values are determined using prior year
valuations with the addition of cutrent year contributions and expected investment refurn on
market value of assets based on an assumed rate of 7.5%, and deducting benefit payments and
administrative expenses for the year. The actuarial value of assets was determined using
techniques that smooth the effects of short-term volatilify in the market value of investments
using an average of cost and market value. The plan will reset the amortization base each year
equal to the unfunded actuarial accrued liability to be amortized over a closed 30 year period and
using a level dollar amount as the amortization factor.

Schedule of Funding Progress

Actueriel Totel UdALas a
Actuarial  Actuarial Accrued Unfunded Anrneal Percentage
Valeation Velue Ligbility AAL Funded Covered of Covered
Date of Assets (4AL) {UAAL) Ratio % Payroll Payroll
1/1/10  $120,326,010 $ 136,794,907 $16,468,897 88.0% $ 144,176,724 11.4%
1/1/11 125,335,932 150,926,741 25,590,809 83.0% 147,947,134 17.3%
17112 124,520,999 160,704,688 36,183,689 77.5% 138,807,819 26.1%

Effective July 1, 2009, the Chattanooga-Hamilton County Hospital Authority Pension Plan was
amended to be closed to new employees or rehires, and to further clarify the maximum years of
service to be 30. The benefits of current employees will be protected and they will continue to

participate in, and accrue services under, the Plan.

NOTE I--OTHER RETIREMENT PLANS

The Primary Health System maintains defined contribution plans under Section 403(b) and

401(a) of the IRC which provides for voluntary contributions by employees. The Plans are for
the benefit of all employees 25 years of age or older with at least 12 months of employment.
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Effective January 27, 2011, both the 401(a) Profit Sharing Plan and the 403(b) Plan were revised
and amended to meet the latest federal tax law requirements. There were no changes in benefits

or retroactive changes.

The Primary Health System matches 50% of each participant’s contribution up to 2% of the
employee’s earnings. Additionally, for eligible employees hired on after July 1, 2009 the
Primary Health System will make profit sharing contributions equal to 3% of their earnings;
regardless if the employee is making contributions. Employer contributions to the plan were
$1,765,972 and $1,728,924 for the years ended June 30, 2012 and 2011, respectively.

NOTE J--POSTRETIREMENT BENEFITS OTHER THAN PENSIONS

The Primary Health System sponsors three defined benefit postretirement plans, other than

pensions, for full-time employees who have reached retirement age, as defined. The respective

plans provide medical, dental and life insurance benefits, along with a lump-sum cash payment
for one-half of the houts in the participant’s extended illness benefit bank at retirement. The
postretirement health and dental plan is contributory and contains other cost-sharing features,
such as deductibles and coinsurance. The life insurance plan and the extended illness bank are

noncontributory.

The Primary Health System reports other postemployment benefits in accordance with the GASB
Statement No. 45, Accounting and Financial Reporting by Employers for Postemployment
Benefits Other Than Pensions. ‘'This Statement addresses how state and local governments
should account for and report their costs and obligations related to postemployment healthcare
and other nonpension benefits. Collectively, these benefits are commonly referred to as other
postemployment benefits, or OPEB. This Statement also establishes disclosure requirements for
information about the plans in which an employer participates, the funding policy followed, the
actuarial valuation process and assumptions, and, for certain employers, the extent to which the

plan has been funded over time.
Beginning in 2018, under the Patient Protection and Affordable Care Act (the Act), a 40% excise
mployee or retiree in any month under

tax will be imposed on the excess benefit provided to an e

any employer-sponsored health plan. In the case of a self-insured plan, the plan administrator
must pay the tax. Because of the significant uncertainties regarding the excise tax on high cost
plans, management of the Primary Health System is evaluating the impact of this Act but does
not anticipate a material impact on the accrued liability at this time; however, actual results could

differ from these estimates.
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The following table shows the plan’s funded status as of the actuarial valuation date as of June
30:

2012 2011
Actuarial accrued liability $ 28,788,147 $ 24,966,769
Market value of assets - _ -
Unfunded actuarial accrued liability $ 28,788,147 $ 24,966,769

The following is a summary of the components of the annual OPEB cost recognized by the
Primary Health System for the years ended June 30:

_ 2012 2011
Annual required contributior $ 2,659,068 $ 2,506,202
Interest on the net obligation 163,912 96,386
Amortization of net obligation ~ (156,587) (93,920)
OPEB cost recognized $ 2,666,393 $ 2,508,668

Reconciliation of the net OPEB obligation for the fiscal years ended June 30:

2012 2011
Net OPEB obligation beginning of the year $ 4,097,800 $ 2,409,655
OPEB cost recognized 2,666,393 2,508,668
Actual contributions (1,057,000) (820,523)
Net OPEB obligation end of the year $ 5,707,193 § 4,097,800
Trened Information
Percentage of Net OPEB
Annnal Annnal OPEB Cost Obligation ai the
Fiscal Year Ending OPEB Cost Contributed End of Year
June 30, 2010 $ 2,202,195 59.6% $ 2,409,655
June 30, 2011 2,508,668 32.7% 4,097,800

June 30, 2012 2,666,393 39.6% 5,707,193
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Schedule of Funding Progress
Unfunded Unifunded Actuarial
Actuaial  Actearial  Actueriel Actuarial Annual Accrued Liabilily es a
Veluation Value Accriced Accrued Covered Percent of Covered Founded
Date of Assefs Liabhility Liability Payroll Payroll Ratio
June 30,2010 § - $ 20,854,837 $ 20,854,837 $144,176,724 14.5% 0%
June 30, 2011 - 24,966,769 24,966,769 147,947,134 16.9% 0%
June 30, 2012 - 28,788,147 28,788,147 138,807,819 20.7% 0%

The actuarial calculations reflect a long term perspective. Accordingly, the actuarial valuation
involves estimates of the value of reported amounts and assumptions about the probability of
events far into the future, and actuarially determined amounts are subject to continual revision as
actual results are compared to past expectations and new estimates are made about the future.

The schedule of funding progress presents multi-year trend information about whether the
actuarial value of plan assets is increasing or decreasing over time relative to the actuarial
accrued liability. The calculations are based on the benefits currently provided under the terms
of the plan as of the date of each valuation and on the sharing of cost between employer and plan

members at that point.

The actuarial cost method utilized is the projected unit credit cost method. The 2012
postretirement benefit cost assumed an average weighted annual rate increase in per capita cost
of covered health benefits of 9.6%, decreasing gradually to 4.6% in 2028 and subsequent years.
The 2011 postretirement benefit cost assumed an average weighted annual rate increase in per
capita cost of pre-Medicare covered health benefits of 8.0%, decreasing gradually to 4.5% in
2028 and subsequent years and a weighted average annual rate increase in per capita cost of post-
Medicare covered healthcare benefits of 8.4%, decreasing gradually to 4.5% in 2028 and

subsequent years,

The smortization method used is the level percent of payroll method over a thirty year
amortization. Other assumptions include a 4% discount rate and assumed salary increases of

4.0% annually until age 65. The plan is currently open.

The Primary Health System also has a job injury program to provide benefits to workers injured
in employment-related accidents. This program provides medical and indemnity benefits to
employees injured in the course of employment for a period up to 24 months from the date of
injury. The Primary Health System has recorded a projected liability of approximately $916,000
and $1,500,000 at June 30, 2012 and 2011, respectively. Such amounts are included as a part of
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other long-term liabilities in the combined balance sheets. The projected liability was discounted
using a 4% rate of return at June 30, 2012 and 2011.

NOTE K-MEDICAL MATLPRACTICE AND GENERAL LIABILITY CLAIMS

As of January 1, 1976, the Primary Health System adopted a self-insurance plan to provide for
malpractice and general liability claims and expenses arising from services rendered subsequent
to that date. In 1980, the Primary Health System’s Self-Insurance Trust Agreement (the
Agreement) was amended to include all coverages that a general public liability insurance policy
would cover. In 1988, the Agreement was amended and restated to comply with amendments to
the Tennessee Governmental Tort Liability Act and to formally include any claims and expenses
related to acts of employees of the Primary Health System. The Primary Health System is
funding actuarial estimated liabilities through a revocable trust fund with a bank included as a
part of Assets Limited as to Use in the accompaiying combined balance sheets. Such amounts
in the trust can be withdrawn by the Primary Health System only to the extent there is an
actuarially determined excess. The annual deposit to the self-insurance trust find is determined
by management based on known and threatened claims, consultation with legal counsel, and a
report of an independent actuary. Losses against the Primary Health System are generally
limited by the Tennessee Governmental Tort Liability Act to $300,000 for injury or death to any
one person in any one occurrence or $700,000 in the aggregate. However, claims against
healthcare practitioners are not subject to the foregoing limits applicable to the Primary Health
System. Any such individuals employed by the Primary Health System, excluding employed
physicians for which the Primary Health System has purchased insurance coverage, are covered

by the Trust to the limits set forth therein.

In the opinion of management, the revocable frust fund assets are adequate at June 30, 2012, to
cover potential liability and malpractice claims and expenses that may have been incutred to that

date.

The Primary Health System provides for claims and expenses in the period in which the
incidence related to such claims occur based on historical experience and consultation with legal
counsel. I is the opinion of management that the reserve for estimated losses and loss
adjustment expense (LAE) at June 30, 2012 and 2011, respectively, is adequate to cover
potential liability and malpractice claims which may have been incurred but not reported (IBNR)
to the Primary Health System. Such reserve for IBNR claims reflect a discount rate of 5.5%
based on the Primary Health System’s expected investment return during the payout period.
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The following is a reconciliation of changes in the estimated losses and LAE that have been
recognized in the combined financial statements for the years ended June 30, 2012 and 2011:

Primary Health System

2012 2011
Reserve for losses and LAE at beginning of year $ 5,085,000 $ 4,750,000
Provision for claims , 1,203,977 1,618,158
(826,477) (1,283,158)

Payments on claims

Reserve for losses and LAE at end of year $ 5,462,500 $ 5,085,000

NOTE L--COMMITMENTS AND CONTINGENCIES

Litigation: The Primary Health System is subject to claims and suits which arise in the ordinary
course of business. In the opinion of management, the ultimate resolution of such pending legal
proceedings has been adequately provided for in its combined financial statements, and will not
have a material effect on the Primary Health System’s results of operations or financial position.

Management Agreement: During 2012, the Primary Health System entered into a Management
Agreement with a third party telated to Plaza. The Agreement is for an initial term of five years
(subject to one three-year renewal). The Agreement requires annual payments of $180,000 and

reimbursement of defined expenses.

Government Investigation: The Primary Health System resolved an investigation, without any
admission of wrongdoing by the Primary Health System, in October 2005 by entering into a civil
settlement agreement with the U.S. Department of Justice and the Office of Inspector General of
HHS. At that time the Primary Health System also entered into a five year Corporate Integrity
Agreement. During fiscal 2011, the Primary Health System was released from the Corporate
Integrity Agreement. The Primary Health System was not suspended, sanctioned or otherwise
restricted from participating in any federal, state or private health insurance program.

Health Care Reform: In March 2010, Congress adopted comprehensive healthcare insurance
legislation, Patient Care Protection and Affordable Care Act and Health Care and Education
Reconciliation Act. The legislation, among other matters, is designated to expand access to
coverage to substantively all citizens by 2019 through a combination of public program
expansion and private industry health insurance. Changes to existing TennCare and Medicaid
coverage and payments are also expected to occur as a result of this legislation. Implementing
regulations are generally requited for these legislative acts, which are to be adopted over a period
of years and, accordingly, the specific impact of any future regulations is not determinable.

48




192

A-162

CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Notes to Combined Financial Statements - Continued

Years Ended June 30, 2012 and 2011
NOTE M--LEASES

Capital: As discussed in Note E, during 2012, the Primary Health System entered into a
sale/leaseback arrangement, under which certain leases of office space meet the criteria as capital
leases. Interest on these leases has been estimated at 7% per annum.

During 2011, the Primary Health System acquired a parcel of land from the Industrial
Development Board of the City of Chattanooga, Tennessee for a nominal amount. The Primary
Health System also entered into a project development agreement with a developer to facilitate
final design, financing and construction of a medical office building for the benefit of
Volkswagen Group of America Chattanooga Operations, LLC (Volkswagen) on this land. The
Primary Health System has entered into a forty year ground lease, with the option of two ten year
renewal terms, of the parcel to the developer. Additlonally, in 2012, the Primary Health System
has entered into a twenty year lease with the developer for certain space in the medical office
building for a wellness center and other operations under a capital lease agreement.

Also, in fiscal year 2011, the Primary Health System entered into a five year capital lease with
Cardiovascular Care Center, PLLC for the lease of certain equipment and furniture. At the
completion of the lease term the Primary Health System will become owner of any of the leased
assets whose fair market value is equal to or less than 10% of the fair market value at the
inception of the lease. Title for such assets will be transferred to the Primary Health Systen.

The following is an analysis of the property under capital leases by major classes at June 30:

Primary Health System

2012 2011
Buildings $ 6,597,396 $ 1,025,649
Equipment 323,765 313,915

6,921,161 1,339,564

(159,961) (1,014,793)
$ 6,761,200 § 324,771

Less: accumulated amortization

The following is a schedule of future minimum lease payments under capital leases at June 30,
2012:
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NOTE M--LEASES - Continued

Year Ending June 30,

2013 $ 889,250

2014 688,960

2015 702,264

2016 715,938

2017 729,998

2018-2022 3,875,094

2023-2027 3,622,896

2028-2032 3,527,970

Total minimum lease payments 14,752,370
Less: amount representing interest (7,917,703)

Present value of minimum lease payments

(including current portion of $126,695) $ 6,834,667

Operating: The Primary Health System rents office space and office equipment under non-
cancelable operating leases through 2020, containing various lease terms. The leases have other
various provisions, including sharing of certain executoty costs. Rent expense under operating
leases was approximately $6,130,000 and $5,370,000 in 2012 and 2011, respectively. Future
minimum lease commitments at June 30, 2012 for all non-cancelable leases with terms in excess

of one year are as follows:

Year Ending June 30,
2013 $ 4,203,775
2014 3,418,887
2015 2,305,759
2016 1,342,752
2017 971,443
Thereafter 660,712

$ 12,909,328

Rental Revenves: The Primary Health System leases office space to physicians and others under
various lease agreements with terms in excess of one year. Rental revenue recognized for the
years ended June 30, 2012 and 2011 totaled approximately $6,043,000 and $6,443,000,
respectively. The following is a schedule of future minimum lease payments to be received for

the years ending June 30:

...... ————e 7



194

A-164

CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Notes fo Combined Finarcial Statements - Continued

Years Ended June 50, 2012 and 2011

NOTE M--LEASES - Continued

Year Ending June 30,
2013 $ 1,601,235
2014 1,163,209
2015 949,702
. 2016 596,234
2017 29,068
Thereafter . i

4,429,448

=2

NOTE N--DERIVATIVE FINANCIAL INSTRUMENTS

Simultaneous with the issuance of the $85,000,000 Series 2004 bonds discussed in Note G, the
Primary Health System entered into interest rate swap agreements. In an effort to take advantage
of the differences between taxable and tax-exempt debt, and manage exposure to interest rate
risks associated with various debt instruments, the Primary Health System was a paity to three
distinct interest rate swap agreements with Lehman Brothers Special Financing, Inc. (Lehman).

In 2012, the Primary Health System entered into a novation agreement whereby Lehman
transferred its rights and obligations under the interest rate swaps to another party. The terms of
the interest rate swap agreements did not substantially change and no gain or loss was recognized

on this transfer.

With respect to the Series 2004 bonds, the Primary Health System executed a swap where the
Primary Health System receives a variable rate equal to 67% of the one-month LIBOR-BBA rate
and pays a fixed rate of 3% on a notional amount of $18,500,000 at June 30, 2012. Unless
terminated at an earlier date (at the Primary Health System’s option), this agreement terminates

on October 1, 2013,

With respect to the 1997A Series bonds, the Primary Health System executed a swap agreement
whereby the Primary Health System receives a variable rate equal to the one-month LIBOR-
BBA rate and pays a fixed rate equal to 5.087% on a notional amount of $41,000,000. Unless
terminated at an earlier date (at the Primary Health System’s option), this agreement terminates

on October 1, 2027,

With respect to the 1998A Series bonds, the Primary Health System executed a swap agreement
whereby the Primary Health System receives a fixed rate of 3.932% and pays a variable rate
equal to the Securities Industry and Financial Markets Association (SIFMA) Mimicipal Swap
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NOTE N--DERIVATIVE FINANCIAL INSTRUMENTS - Continued

Index on a notional amount of $16,305,000. Unless terminated at an earlier date (at the Primary
Health System’s option), this agreement terminates on October 1, 2027.

Although these swap instruments are intended to manage exposure to inferest rate risks
associated with the various debt instruments referred to above, none of these swap agreements
have been designated as a hedge for accounting purposes. Accordingly, the interest rate swaps
are reflected in the accompanying combined balancé sheets at their aggregate fair value (a net
liability of $7,112,464 and $6,032,288 at June 30, 2012 and 2011, respectively) and the changes
in the value of the swaps are reflected as a component of nonoperating revenues in the combined

statements of revenue, expenses and changes in nef assets.

Management has considered the effects of any credit value adjustment and while management
believes the estimated fair value of the interest rate swap agreements is reasonable, the estimate

is subject to change in the near term.
NOTE O--FAIR VALUE MEASUREMENT

FASB ASC 820, Fair Value Measurements and Disclosures, establishes a three-level valuation
hierarchy for disclosure of fair value measurements. The valuation hierarchy is based upon the
transparency of inputs to the valuation of an asset or liability as of the measurement date. The

three levels are defined as follows:

Level 1 - Quoted matkst prices in active markets for identical assets or liabilities.

Level 2 - Observable market-based inputs or unobservable inputs that are corroborated by
market data.

Level 3 - Unobservable inputs that are supported by little or no market activity and are
significant to the fair value of the assets or liabilities. Level 3 includes values determined
using pricing models, discounted cash flow methodologies, or similar techniques

reflecting the Primary Health System’s own assumptions.

Tn instances where the determination of the fair value hierarchy measurement is based on inputs
from different levels of the fair value hierarchy, the level in the fair value hierarchy within which
the entire fair value measurement falls is based on the lowest level input that is significant to the
fair value measurement in its entirety. The Primary Health System’s assessment of the
significance of a particular input to the fair value measurement in its entirety requites judgment

and considers factors specific to the asset or liability.
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NOTE O--FAIR VALUE MEASUREMENT - Continued

The following tables present assets and liabilities reported at fair value as of June 30, 2012 and
2011 and their respective classification under the FASB ASC 820 valuation hierarchy:

Carrying
Velue Level 1 Leyel 2 Level 3

As of June 30, 2012
Asrets Meagured at Fair Value
on 8 Recurring Basis

Tnvestmerit in govérnment and agency bonds,
including municipal bonds, mutual fundg
and others $ 119,596,675 § 119,596,675 $ + 8 -

Investments in corporate bonds and
commercial paper

Short-term investments and cash
equiyalents

940,586 940,586 - 3

32,688,220 32,688,220 - -

Liabilities Measured at Fair Value on a
Recurring Basis
Interest rate swap agreements (7,112,464) -

As of Juae 30, 2011
Agsets Meacured at Fair Value
on a Recurring Basis

Investment in government and agency bonds,
including municipal bonds, mutuzl funds
end others $

Investments in corporate bonds and
commercial paper

Short-term investments and cash
equivalents

(7,112,464)

140,986,774 $ 140,986,774 § - § -
2,069,065 2,069,065 » .

31,900,586 31,900,586 - a

Liabilitics Measured at Faix Valueona

Recurring Basis
Interest rate swap agreements (6,032,288)

A certain portion of the inputs used to value the Primary Health System interest rate swap
agreements are unobservable inputs available to a market participant. As a result, the Primary
Health System has determined that the interest rate swap valuations are classified in Level 3 of

the fair value hierarchy.

(6,032,288)

The following table provides a summary of changes in the fair value of the Primary Health
System’s interest rate swap agreements liabilities during the fiscal year ended June 30:
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2012 2011
Beginning of year $ (6,032,288) §  (7,632,908)
Change in mark-to-market of interest rate swaps : (1,080,176) 1,600,620
End of Year $ (7,112,464) §  (6,032,288)

NOTE P-MANAGEMENT AGREEMENT

On April 13, 2011, the Primary Health System's Board of Trustees approved a resolution
authorizing a management agreement (the Agreement) between the Primary Health System,
Hutcheson Medical Center, Inc. and affiliates (collectively, Hutcheson) and the Hospital
Authority of Walker, Dade and Catoosa Counties in Georgia (the Hospital Authority).

Additionally, the Board authorized the Primary Health System to accept assignment of a contract
between Hutcheson and a third party consulting firm, described below. :

Under the terms of the Agreement, the Primary Health System will propose general operating
policies and directives for Hutcheson; be responsible for the day-to-day management of
Hutcheson and provide oversight of ancillary aspects of Hutcheson, such as physician practices,
education, research, and clinical services. The Agreement's initial term is through March 31,
2021 and the Primary Health System has the option to extend the agreement for two additional
five year terms. The Primary Health System may terminate the Agreement, without cause, upon
written notice at any point subsequent to May 25, 2013. Upon such termination, Hutcheson is
obligated to make a Termination Payment to the Primary Health System consisting of all
expenses then owed by Huicheson and any outstanding advances under a Line of Credit
Agreernent, discussed below. Hutcheson may also terminate the agreement without cause at any
point subsequent to May 25, 2013 by paying the Termination Payment, as well as the lesser of a)
$1,000,000 per year for each year the Agreement has been in place, or b) $1,000,000 less any

management fees paid in each Agreement year.

In addition to the Agreement, the Primary Health System agreed to extend a Line of Credit (the
Line) to the Hospital Authority. The maximum amount available under the Line is $20,000,000
and there were no draws on this Line as of June 30, 2011, At June 30, 2012, the draws on the
Line totaled $12,500,000. Subsequent to June 30, 2012, an additional draw of $1,200,000 was

made on this Line.

The Line calls for interest only payments each month on the outstanding balance, based on the
London InterBank Offered Rate plus 4% or a rate of 5%, whichever is greater. However, any
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NOTE P--MANAGEMENT AGREEMENT - Continued

unpaid interest through March 31, 2013 is deferred and paid over a twelve-month period
commencing on that date. All outstanding draws are due at the maturity date, which is consistent

with the Agreement termination dates, discussed above.

The Line is secured by a Security Agreement on the primary Hutcheson medical campus.
Further, the Counties of Walker and Catoosa, Georgia (collectively, the Counties) have provided
additional security in the form of guarantees under an Intergovernmental Agreement. Under the
Intergovernmental Agreement, the Counties have each agreed to a maximum liability of
$10,000,000 to secure the line. The form of such guarantee is at the option of the Counties and
would become enforceable upon a notice of default delivered by the Primary Health System. The
form of the guarantee selected by the Counties can include a) a payment of 50% by each County
of the amounts owing under the Line, b) payments as they become due up to the respective
$10,000,000 limits or c) after non-Judicial foreclosure under the Security Agreement, each
County could elect to pay 50% of any deficiency between the amount outstanding under the Line
and the then fair market value. Both Counties have agreed to levy annual property taxes, if

current to honor these guarantees.

The Primary Health System accepted assignment of a contract between Hutcheson and a third
party consultant. Such contract called for the third party consultant to provide management
expertise and to develop, in conjunction with the Primary Health System and the Hutcheson
Board of Trustees, a turnaround plan for Hutcheson. This contract requited monthly payments of

$40,000 and was terminated in 2012,
NOTE Q--COMBINED, CONDENSED FINANCIAL INFORMATION

The following is combined, condensed, financial information related to those aggregate
discretely presented component units as of and for the years ended June 30, 2012 and 2011;

ContinuCare Cyberknife of
HealthServices,  Chattanooga,

Inc. LLC
As of June 30, 2012
Due from other governments $ 234872 § 266,600
Other current assets 7,264,697 270,923
Total Current Assets 7,499,569 537,523
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ContinuCare Cyberknife of
HeolthServices,  Chattanooga,
Inc. LLC
Net property, plant and equipment 4,916,085 4,967,921
Other assets 3,664,684 75,309
Total Assets $ 16,080,338 $ 5,580,753
-Due to other governments $ 779,987 $ 120,000
Other current liabilities 1,814,259 754,445
Total Current Liabilities 2,594,246 874,445
Long-term debt and capital lease obligations - 3,916,667
Total Liabilities 2,594,246 4,791,112
Net assets
Unrestricted 8,570,007 163,078
Invested in capital assets, net of related debt 4,916,085 626,563
Restricted expendable - -
Total Net Assets 13,486,092 789,641
Total Liabilities and Net Assets $ 16,080,338 & 5,580,753
Period Ended June 30, 2012
Net patient and operating revenus $ 26434498 $ 1,595,300
Operating expenses:
Salaries, wages and benefits 12,898,683 202,693
Supplies and other expenses 10,146,545 307,497
Purchased services 2,609,813 178,764
Insurance and taxes 259,226 107,290
Depreciation 327,769 521,106
Total Gperating Expenses 26,242,036 1,317,350
Operating Incoms 192,462 277,950
- Nonoperating revenue (expenses) (50,099) (217,734)
Capital contributions/other, net - -
Change in Net Assets 142,363 60,216
Net Assets at Beginning of Period 13,343,729 729,425
Net Assets at End of Period § 13,486,092 § 789,641
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ContinuCare Cyberknife of
HeclthServices,  Chattanooga,

Inc. LLC
As of June 30, 2011
Due from other governments $ 214,572 § 81,700
Other current assets 8,099,195 979,552
Total Current Assets 9,213,767 1,061,252
Net property, plant and equipment 1,690,695 5,197,015
Other assets 4,056,619 31,472

Total Assets _§ 14,961,081 § 6,339,739

Due to other governments $ 177284 $ 350,277

Other current liabilities 1,440,068 843,370
Total Current Liabilities 1,617,352 1,193,647
Long-term debt and capital lease obligations - 4,416,667
Total Liabilities 1,617,352 5,610,314

Net assets
Unrestricted 11,653,034 367,605
Invested in capital assets, net of related debt 1,690,695 361,820
Total Net Assets 13,343,729 729,425

Total Liabilities and Net Assets § 14,961,081 §$ 6,339,739

Period Ended June 30, 2011

Net patient and operating revenue $ 25745984 $ 223,600

Operating expenses:

Salaries, wages and benefits 11,946,869 47,081
Supplies and other expenses 12,821,095 57,008
Purchased services - 375,607
Insurance and taxes - 19,947
Depreciation 273,257 123,134

Total Operating Expenses 25,041,221 622,777

Operating Income (Loss) 704,763 (399,177) -
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ConfinuCare Cyberknife of
HealthServices,  Chattanooga,

Inc LLC
Nonoperating revenue (expenses) 173,165 . (71,398)
Capital contributions/other, net . 1,200,000
Change in Net Assets 877,928 729,425
Net Assets at Beginning of Period 12,465,801 -

Net Assets at End of Period $ 13,343,729 § 729,425
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Supplemental Responses To Questions Of The
Tennessee Health Services & Development Agency

1.) Section A, Item 9. (Bed Complement Chart)

The applicant indicates that Erlanger Medical Center

is licensed for 567 acute hospital beds. According to
Erlanger’s 2012 Joint Annual Report it is licensed for
690 beds and staffs 481 beds. Please address this
discrepancy.

Response

Erlanger Health System has a total complement of 788
licensed beds (TDOH License No. 0000000140) in Hamilton
CounlLy, Teunessee, as follows.

Campus Lic. Beds
Erlanger Medical Center Main 567
Children’s Hosp @ Erlanger Main 121
Erlanger East Hospital East 43
Erlanger North Hospital North 57

Children’s Q@ Erlanger is located on the Main campus along
with the adult hospital, Erlanger Medical Center. Erlanger
FEast and Erlanger North are licensed and operated as
satellite hospitals of Erlanger Medical Center. The bed
complement chart contained in the application was only for
Erlanger Medical Center. An updated bed complement chart
is attached to this supplemental information request which
shows the total licensed bed complement for Hamilton
County, Tennessee.

Concerning the number of staffed beds, in the early
1990’ s Erlanger Medical Center implemented a program of
converting semi-private rooms to private rooms for patient
privacy and convenience. This was part of a general
industry trend at that time. Staffed beds may be equal to
or less than available beds given Erlanger’s inpatient
census.

2.) Section B, Project Description, Item I.A. (Square
Footage & Cost Per SF Chart)

Erlanger Medical Center - Surgery
CON Application - Supplemental Information -- Page 2 07/25/13 5:42 PM
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The applicant has stated that the renovation costs will
be § 529,698; however, the Square Footage Chart
indicates that the renovation cost will be S
3,189,702.84. A letter from Erlanger’s Architect /
Planner also confirms that the cost to renovate 1,858
square feet is $ 3,189,709 or § 1,716.74 per SF.
Please address this discrepancy.

Response

The difference in the amounts of $ 3,189,702.84 and $
3,189,709 is simply an issue with rounding. The actual
construction cost is $ 529,698. The value of $ 3,189,709
includes the cost of the PET/CT scanner and miscellaneous
items such as furniture, fixtures and equipment. A letter
from our Architect is attached explaining this difference
and also stating that the construction cost exclusive of
the device and other items is $ 529,698.

3.) Section B, Project Description, Item II.C.

In determining the PET/CT use rate did the applicant
consider the population in service area counties in
surrounding states and the inventory of PET/CT Scanners
located in those counties ?

Response

The Georgia Dept. of Community Health does not make PET
utilization data readily available online. For this reason
we have not included the North Georgia counties in the
defined service area. Please note that we believe we would
find a similar situation of unmet need and under
utilization as currently exists in the defined service area
in southeast Tennessee.

We expect that patient origin from this geography will
utilize our PET/CT scanner. However, while patients
migrate for PET services from out of state, the utility of
this information is somewhat diminished without having the
patient origin data associated with 1it.

4.) Section B, Project Description, Item II.E.1lb.

Erlanger Medical Center - Surgery
CON Application - Supplemental Information -- Page 3 07/25/13 5:42 PM
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What is the proposed schedule of operations for the
PET/CT Scanner °?

Response

The proposed hours of operation will be Monday through
Friday, 7:00 a.m. - 5:00 p.m.

5.) Section B, Project Description, Item IV.
What other services are provided in the Medical Mall ?

How will the PET/CT Scanner be integrated with other
neuroscience and oncology services provided by the
applicant ?

Response

The Erlanger Medical Mall is integral to Erlanger
Medical Center along with Children’s Hospital @ Erlanger.
On the main campus of Erlanger Health System. The Medical
Mall currently offers full service imaging which includes
Computed Tomography (CT), Ultrasound, Nuclear Medicine,
Mammography, General Radiology and X-Ray services.
Conveniently close to imaging services is PLAZA Ambulatory
Surgery, Outpatient Testing and the Outpatient Registration
area for Erlanger’s Main campus.

Clinical pathways for neuroscience and oncology
patients will detail indications for use of the PET scanner
as a diagnostic tool and in ongoing patient management. We
will monitor use of the scanner as part of our balanced
scorecard to identify the percentage of patients who fall
within or outside guidelines, adjusting the clinical
pathways as clinically appropriate. Targets will be
established to assess effectiveness of the clinical pathway
for each service.

While the PET/CT scanner will be available to all
service lines, a focus will be on Neuroscience and
Oncology. Through it’s affiliation with the University of
Tennessee — College of Medicine, Erlanger participates in
medical research as well as clinical care. Images and
result reports for PET/CT exams will be stored directly in
the Picture Archival Computer System (“PACS”) and available

Erlanger Medical Center - Surgery
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for immediate review by the medical researcher and/or
referring physician.

6.) Section C, Need, Item 1 (Specific Criteria For PET
Services - Item 1)

When does the applicant expect to attain the minimum
procedure volume of 1,600 procedures ?

In the applicant’s second methodology is it being
assumed that every new case and existing case of the
conditions listed will require a PET scan annually °?
Is this a realistic assumption ?

Response

Concerning the second methodology, the detail
calculations are attached to this supplemental information.
We are not assuming that every new case and existing case
will require a PET scan. Following is a table which
outlines our estimate of the service area need, showing the
percentage of cases for incidence and prevalence that we
estimate. Incidence is the number of new cases of a
disease and prevalence is the number of existing cases of a
disease. For example, for some disease conditions we only
included those age 65 and over while some portion of the
entire population may actually need this service.

=== Service Area ==== = Estimated PET Scan = = Estimated PET Scan =
=== Est. Annual ===== === Need In Market === == Utilization Rate ====
Condition /

Disease State Incidence Prevalence Incidence Prevalence Total Incidence Prevalence
Epilepsy 299 5,519 299 440 739 100.0% 8.0%
Parkinson's 1,422 1,873 54 149 203 3.8% 8.0%
Huntington's 44 63 44 5 49 100.0% 7.9%
Alzheimer's 98 1,502 98 120 218 100.0% 8.0%
Lung Cancer 592 531 592 43 635 100.0% 8.1%
Cancer - All Other 193 2,789 193 222 415 100.0% 8.0%
Cardiac 1422 18,583 106 1,485 1,591 7.5% 8.0%

Total 4,070 30,860 1,386 2,464 3,850 34.1% 8.0%

Concerning when the PET/CT scanner will reach 1,600
procedures, following is a table which outlines the
estimate of our PET scanner utilization.

Erlanger Medical Center - Surgery
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= Estimated PET Scan =

== Need In Market === === Est. PET/CT Scanner Utilization ===
Condition /

Disease State Incidence Prevalence Total Year1 Year2 Year 3 Year 4
Epilepsy 299 440 739 300 575 592 610
Parkinson's 54 149 203 49 49 50 52
Huntington's 44 5 49 12 12 12 12
Alzheimer's 98 120 218 60 60 62 64
Lung Cancer 592 43 635 152 152 157 162
Cancer - All Other 193 222 415 100 100 103 106
Cardiac 106 1,485 1,591 382 382 393 405

0
PET - Out Of Area 235 242
Total 1,386 2,464 3,850 1,055 1,330 1,604 1,653

7.) Section C, Need, Item 1 (Specific Criteria For PET
Services - Item 3)

Based on the minimum utilization standard of 1,600 PET
procedures annually, it appears that all existing
PET/CT units in the service area are under utilized and
have available capacity. Has the applicant actively
pursued a sharing arrangement with an existing PET
provider in the service area allowing Erlanger’s
patient population to have access to PET/CT services
without adding another PET/CT Scanner to the service
area ?

Please note that the applicant has not included the
utilization of PET providers in Bradley and Rhea
County. Please update all applicable charts in the
application to reflect these providers’ inventory and
utilization ?

Response

As an academic medical center, with teaching faculty
and deep clinical expertise, Erlanger receives referrals
from a large number of hospitals located in four states,
including Tennessee, Georgia, North Carolina and Alabama.
These hospitals rely on the clinical skills of our
physicians to provide needed care. Many of these
physicians also conduct clinical trials where diagnostic
capabilities are needed in support of patient care and
medical research. While we currently refer patients to
other providers for PET scans; use of these units delays
and impairs the efficacy of care provided.

Erlanger Medical Center - Surgery
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Having patients go from one site to another also
negatively impacts the continuity of care for the patient.
Challenges arise as existing PET providers do not serve the
same patient population as served by Erlanger. Because
Erlanger draws from a much larger geography than other
providers, serves a different patient population and
provides services not offered by these providers, it is
expected that the PET scanner at Erlanger will have a
negligible impact on the PET utilization at other sites.

To the contrary, it is expected that given recent
changes in Medicare (copies of two (2) articles are
attached to this supplemental information), use of PET
technology for tracking the progression of tumors, will
significantly increase in the near term to levels
consistent with minimum utilization standards. Also,
accepted new uses for PET technology, such as in
progressive prostate disease, will increase current
utilization levels. With the recent recognition of the
efficacy of PET/CT technology in the diagnosis and
treatment of cancer and prostate disease by the Centers For
Medicare & Medicaid Services, we may see adoption of PET/CT
technology to parallel past trends in both CT and MRI use.

Pertaining to the reimbursement changes by Medicare
with respect to PET services, of interest is ..

“We appreciate the fact that CMS has changed the limit
from one scan to three,” Society Of Nuclear Medicine &
Molecular Imaging 2013-2014 vice-president elect, Hossein
Jadvar, MD, PhD, MPH, MBA, FACNM, said in a statement.
“However, it will be important for the local contractors
to allow more than three when clinically necessary.”

With respect to the mobile units in Bradley County and
Rhea County were not included in the inventory of PET units
in the service area. Following is a revised table which
calculates the disparity in use rates for the service area
and for Tennessee.

Erlanger Medical Center - Surgery
CON Application - Supplemental Information -- Page 7 07/25/13 5:42 PM
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===== CY 2012 ===== ===== CY 2011 ===== ===== CY 2010 =====
No. Of Total No. Of Total No. Of Total
PET Units Scans PET Units Scans PET Units Scans
Population - Tennessee 6,439,884 6,387,600 6,335,316
Totals - Tennessee 31.9 35,291 33.8 36,460 34.0 37,763
Mean Avg. - Per Capita 0.00000529 0.00570793 0.00000529 0.00570793 0.00000537 0.00596071
Population - Svc Area 624,379 620,231 616,083
Totals - Svc Area 3.7 3,221 3.7 3,221 3.7 3,428
Mean Avg. - Per Capita 0.00000593 0.00515873 0.00000597 0.00519323 0.00000601 0,00556419
Use Rate Disparily - Per Capita -0.00054921 -0.00051471 -0.00039653
Use Rate Disparity - % -9.6% -9.0% -8.7%

Further, a revised table which highlights our estimate of
service area unmet need and/or under utilization appears
below.
= Estimated PET Scan =
=== Need In Market ===
Condition / No. PET PET Volume
Disease State Incidence Prevalence Total Hospital Units 2012
Epilepsy 299 440 739 Memorial Hospital 1.0 720
Parkinson's 54 149 203 Diagnostic PET/CT 1.0 1,179
Huntington's 44 5 49 Chattanooga Imaging - East 1.0 527
Alzheimer's 98 120 218 Cleveland Radiology Assoc. 0.6 398
Lung Cancer 592 43 635 Cleveland Radiology - Rhea Med. Cir. 0.1 43
Cancer - All Other 193 222 415
Cardiac 106 1,485 1,591 Total 3.7 2,867
Total 1,386 2,464 3,850

8.) Section C, Need,

Is Dr.

Services — Item 6.e.)

medical staff ?

Item 1 (Specific Criteria For PET

Jacob currently an active member of Erlanger’s

Please indicate if the proposed project will have an

on-site cyclotron.

If the proposed PET facility does

not have an on-site cyclotron, please provide an draft
written contract or agreement that a reliable supply of
radiopharmaceuticals will be available to the proposed
PET facility for the proposed uses. Please indicate if
the cost of radiopharmaceuticals were factored in the
Projected Data Chart.

Response

Dr. Jacob 1s an active member of Erlanger’s medical

staff.

Erlanger Medical Center - Surgery
CON Application - Supplemental Information -- Page 8
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There will not be a cyclotron on-site. A copy of the
contract with Triad Isotopes, Inc., 1s attached to this
supplemental information.

The cost of the radiopharmaceuticals has been included
in the Projected Data Chart as an operating expense.

9.) Section C, Need, Item 4.A.

Your response to this item is noted. Using population
projection data (based on the 2010 U.S. Census) from
the Department of Health, enrollee data from the Bureau
of TennCare, and demographic information from the U.S.
Census Bureau, please complete the following table and
include data for each county in your proposed service

area.

Variable County1 | County2 | County3 | Service Area | Tennessee

Current Year (CY), Age 65+
Projected Year (PY), Age
65+

Age 65+, % Change

Age 65+, % Total (PY)

CY, Total Population

PY, Total Population
Total Pop. % Change
TennCare Enrollees
TennCare Envrollees as a %
of Total Population
Median Age

Median Household
Income

Population % Below
Poverty Level

Response

The requested demographic information appears below.

Erlanger Medical Center - Surgery
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Current Year (CY), Age 65 +
Projected Year (PY), Age 65+
Age 65+, % Change

Age 65+, % Total (PY)

Total Population - CY

Total Population - PY

Total Population - % Change
TennCare Enrollees

TennCare Enrollees As % Of Total Pop.
Median Age

Median Household Income
Population % Below Poverty Level

Current Year (CY), Age 65 +
Projected Year (PY), Age 65+
Age 65+, % Change

Age 65+, % Total (PY)

Total Population - CY

Total Population - PY

Total Population - % Change
TennCare Enrollees

TennCare Enrollees As % Of Total Pop.
Median Age

Median Household Income
Population % Below Poverty Level
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Hamilton  Bradley Marion Grundy Sequatchie Bledsoe
50,685 14,449 4,206 2,268 2,228 1,845
58,693 17,106 4,918 2,461 2,772 2,179
15.8% 18.4% 16.9% 8.5% 24.4% 18.1%
16.6% 16.3% 17.3% 18.4% 17.7% 16.6%
340,756 100,488 28,297 13,603 14,521 12,932
352,830 104,731 28,486 13,345 15,652 13,096
3.5% 4.2% 0.7% -1.9% 7.8% 1.3%
13,107 17,833 6,126 4,406 3,290 2,831
3.8% 17.7% 21.6% 32.4% 22.7% 21.9%
39.3 38.2 42.3 414 40.6 42.3
45,826 40,541 39,857 25,890 33,536 35,137
15.9% 16.9% 17.8% 30.6% 18.0% 21.0%
Rhea Meigs McMinn Polk Svc. Area Tennessee
4,985 1,739 8,482 2,970 93,857 857,638
5,886 2,116 9,882 3,401 109,414 1,009,537
18.1% 21.7% 16.5% 14.5% 16.6% 17.7%
17.5% 17.3% 18.3% 19.7% 17.0% 15.1%
32,263 11,880 52,697 16,942 624,379 6,439,884
33,539 12,227 53,922 17,289 645117 6,701,303
4.0% 2.9% 2.3% 2.0% 3.3% 4.1%
7,788 2,586 10,333 3,468 71,768 1,192,483
24.1% 21.8% 19.6% 20.5% 11.5% 18.5%
39.8 42.9 41.6 42.5 411 37.7
36,934 34,942 38,604 36,204 36,747 43,983
20.3% 23.6% 18.3% 17.6% 20.0% 16.9%

10.) Section C, Need, Item

Your response to this item is noted.

5

Using information

from the HSDA Equipment Registry on the HSDA website,
please provide three year utilization trends (2010-

2012) of all PET/CT providers in the primary and
secondary service area.

Provider 2010

2011

2012

2010-2012 %
Change

Cleveland Radiology
Associates

Chattanooga Imaging East

Diagnostic PRT/CT of
Chattanooga

Memorial Hospital

Cleveland Radiology
Associates/Rhea Medical
Center

Erlanger Medical Center - Surgery
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[ TOTAL | |

Response

The PET utilization trend for the service area and the
State of Tennessee appears below.

% Change

Provider 2010 2011 2012 2010 - 2012
Chattanooga Imaging East 619 519 527 -14.9%
Diagnostic PET/CT of Chattanooga 1,331 1,225 1,179 -11.4%
Memorial Hospital ‘ 941 904 720 -23.5%
Cleveland Radiology Associates 537 530 398 -25.9%
Cleveland Radiology - Rhea Med Ctr 46 43 43 -6.5%
Total - Service Area 3,474 3,221 2,867 -17.5%
State of Tennessee 37,763 36,460 35,291 -6.5%

As may be seen, the trend for the service area is decreased
by 17.5% whereas the trend for the State of Tennessee is
decreased by only 6.5%. This disparity in utilization
represents a significant unmet need within the service

area.

Given that Erlanger serves a different patient
population than other PET providers in the service area,
along with the demonstrated unmet need and under
utilization and the change in reimbursement policy by CMS;
the negative utilization trends for PET will not continue.

11.) Section C, Need, Item 6.

Your response is noted. Please provide the projected
utilization for the proposed PET/CT scanner with the
rationale on how the level of utilization projected
was determined.

Response

Following is a table which outlines our estimate of
the service area need, it shows the percentage of cases for
incidence and prevalence that we estimate. It should be
noted that we have been conservative in our estimates. For
example, for some disease conditions we only included those
age 65 and over while some portion of the entire population
may actually need this service.

Erlanger Medical Center - Surgery
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Epilepsy
Parkinson's
Huntington's
Alzheimer's

Lung Cancer
Cancer - All Other
Cardiac

Total

=== Service Area s=== = Estimated PET Scan = = Estimated PET Scan =
=== Est, Annual ===== === Need In Market === == Utilization Rate ====
Incidence Prevalence Incidence Prevalence Total Incidence Prevalence
299 5,519 299 440 739 100.0% 8.0%
1,422 1,873 54 149 203 3.8% 8.0%
44 63 44 5 49 100.0% 7.9%
98 1,502 98 120 218 100.0% 8.0%
592 531 592 43 635 100.0% 8.1%
193 2,789 193 222 415 100.0% 8.0%
1,422 18,583 106 1,485 1,591 7.5% 8.0%
4,070 30,860 1,386 2,464 3,850 34.1% 8.0%

Concerning when our PET/CT scanner will reach 1,600

procedures,
estimate of

Condition /
Disease State

Epilepsy
Parkinson's
Huntington's
Alzheimer's

Lung Cancer
Cancer - All Other
Cardiac

PET - Out Of Area

Total

following is a table which outlines the
our PET scanner utilization.

= Estimated PET Scan

=== Need In Market === === Est. PET/CT Scanner Utilization ===

Incidence Prevalence Total Year 1 Year 2 Year 3 Year 4
299 440 739 300 575 592 610
54 149 203 49 49 50 52
44 5 49 12 12 12 12
98 120 218 60 60 82 64
592 43 635 152 152 157 162
193 222 415 100 100 103 106
106 1,485 1,591 382 382 393 405

0
235 242
1,386 2,464 3,850 1,055 1,330 1,604 1,653

12.) Section C, Economic Feasibility, Item 1.
(Project Cost Chart).

From whom is the applicant leasing space ? Does the
applicant have a fully executed Option To Lease, or,
Lease Agreement ?

The applicant indicates that the fixed equipment cost
for this project is $ 3,324,276; however, when
calculating the equipment vendor’s quote, the total is
$ 5,406,189.25 ($ 2,216,85 for PET/CT, 60 month
maintenance of $ 3,171,854.40 or $ 512,864.24 x 60
months, and $ 18,011 for Protection POS).

Please address this discrepancy.

Response

Erlanger Medical Center - Surgery

CON Application -
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Applicant currently owns the space in which the PET/CT
unit will be located. Therefore, no lease is required.

The total of $ 3,324,276 was derived as follows.

Cost of PET/CT Scanner $ 2,216,324
Maintenance Cost (5 Year) 1,107,952
Total $ 3,324,276

The manufacturer’s representative has indicated that
the $52,864.24 represents a monthly amount that includes
equipment lease and service expense, if Erlanger were to
choose that option.

Equipment (FMV for 60 months) $ 38,455.44

Service 14,408.80

($ 216,132 X 4 years equals $864,528.00
divided by 60 months)

Total S 52,864.24

The service portion of the amount is fixed and is not
encumbered with an interest or finance charge. In order to
provide for balanced payments, the service contract is a 48
month agreement that is spread over 60 months.

13.) Section C, Economic Feasibility, Item 3.

Please compare the construction cost per square foot
to the Cost Range Chart for Hospitals found in the
Applicant’s Toolbox section of the HSDA website.

Response

Construction cost for clinically related space of
1,858 SF, totals $ 529,688, with a cost per square foot of
$ 285.09. This is reascnable in light of other hospital
projects noted below with cost per SF of in the range of $
250 - $ 265 per SF.

Project Project No. Cost Per SF
Methodist University Hosp CN0911-055 $ 265.00
Morristown-Hamblen Hospital CN1009-040 $ 250.00

The cost per SF of $ 285.09 is slightly higher than
the 3™ quartile of $ 249 for hospital based construction

Erlanger Medical Center - Surgery
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projects, as calculated by HSDA. This may be due to the
strengthening of structural supports which is needed in the
Medical Mall to accommodate the weight of the PET/CT
scanner.

14.) Section C, Economic Feasibility, Item 4.
(Historical Data Chart)

The applicant reports net operating losses in excess
of § 12M in Years 2010 and 2011, and losses in excess
of $ 26M in 2012. Please discuss how these results
will impact on the financial viability of the proposed
project.

Please complete the following chart for Other
Expenses:

HISTORICAL DATA CHART - OTHER EXPENSES

OTHER EXPENSES CATEGORIES Year_ Year___ Year
1. $ $ $
2.
3.
4,
5l
6.
7.
Total Other Expenses $ $ $
Response

The Historical Data Chart adopted by HSDA combines the
Income Statement with elements of the Statement of Cash
Flow. It takes the Net Operating Income and adds to that
the Capital Expenditures to arrive at the financial bottom
line for an organization. Please note the Income Statement
includes depreciation and amortization which are simply
Accounting entries and not truly reflective of cash flow.
While we have followed the form prescribed by HSDA, the
depreciation should be excluded from the calculation, as
follows.

Erlanger Medical Center - Surgery
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2012 011 2010

-26,760,089 -12,014,326 -12,419,410
26,569,378 25,799,614 26,945,792

Net Operating Income/(Loss)
Less: Depreciation

-190,711 13,785,288 14,526,382

Adj. (Modified) Cash Flow Calculation

SUPPLEMENTAL

The chart for Other Expenses has been completed and

appears below.

[Erlanger Health System |
2012 2011 2010

Advertising 2,198,138 2,384,172 2,442,856
Computer Services 4,501,692 3,864,443 3,827,840
Consulting 1,668,100 1,127,078 1,778,526
Contracted Services 15,797,297 11,477,114 9,044,580
Drugs 32,551,755 36,189,380 37,751,842
Equipment Rental 3,246,154 2,552,581 1,454,883
Insurance 4,381,968 3,340,749 3,796,197
Lab Outside Fees 3,709,926 3,456,266 3,101,010
Licenses & Fees 1,175,538 1,448,606 1,030,035
Membership & Dues 1,398,184 1,055,383 1,121,495
Physician Fees 20,113,740 20,272,910 19,855,597
Professional Education 1,059,982 998,735 1,194,375
Purchased Maint 3,908,269 3,619,856 3,677,110
Purchased Services 30,766,341| 27,736,456| 23,281,460
Time & Mat Contract 3,659,430 3,533,283 3,216,385
Unscheduled Maint 3,374,335 3,134,217 3,048,532
Utilities 9,758,388 9,557,545 8,858,468
Other 6,756,708 4,409,113 5,085,990

Total 150,025,944| 140,157,885| 133,567,181

15.) Section C, Economic Feasibility, Item 4.
(Projected Data Chart)

The applicant has a line item for lease expense for
space in the Project Cost Chart but no rent in the
Projected Data Chart. Please explain.

Will the applicant be paying Dr. Jacob wages or
salary ? If yes, this should be included in the
Projected Data Chart.

Please complete the following chart for Other
Expenses:

PROJECTED DATA CHART - OTHER EXPENSES

Erlanger Medical Center - Surgery
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OTHER EXPENSES CATEGORIES Year___  Year____ Year
1. $ $ $
2.
3
4,
5.
6.
7.

Total Other Expenses $ $ $

Response

Applicant currently owns the space in which the PET/CT
scanner will be located, therefore, no rent appears in the
Projected Data Chart. Rent expense was included in the
Project Cost Chart due to an HSDA rule which suggests that
fair market wvalue should be included for space related to a
project. However, in discussion with Mr. Farber he
indicated that this was only applicable if the applicant is
“acquiring” the space for a project, not if the applicant
already owns the space. For this reason, in discussion
with Mr. Farber, a revised Project Cost Chart is attached
to this supplemental information.

Dr. Jacob 1s not an employee of Erlanger Medical
Center. Erlanger has a professional service contract for
Radiological services which covers all Imaging modalities,
including PET. Therefore, no additional cost is
attributable to this project for the medical director of
the PET service.

The detail of Other Expenses for the PET/CT project is
below.

Year 1 Year 2
Isotope Injection Material 131,875 175,385
Service Contracts 15,100 272,713
EHS Overhead Allocation 40,376 86,414
Total 187,351 534,512

16.) Section C, Economic Feasibility, Item 5.

Using data from the HSDA Equipment Registry compare

Erlanger Medical Center - Surgery
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the applicant’s projected gross charge per procedure
for the project’s first year to the 2012 average gross
charge per procedure for each of the existing PET
providers in the service area.

Response

Following is a table which outlines the average gross
charge of each PET scan provider in the service area.
Erlanger’s projected gross charge for PET is $ 5,280 and is
comparable to that of Memorial Hospital.

=== Gross Charges === === Avg. Charge ===
Provider 2011 012 2011 2012 2011 2012
Chattanooga Imaging East 519 527 1,968,690 - 3,793 -
Diagnostic PET/CT of Chattanooga 1,225 1,179 3,182,494 3,246,890 2,598 2,754
Memorial Hospital 904 720 4,643,172 3,812,313 5,136 5,295
Cleveland Radiology Associates 530 398 - - - -
Cleveland Radiology - Rhea Med Ctr 43 43 - - - -
Total - Service Area 3,221 2,867

17.) Section C, Economic Feasibility, Item 6.A. and 6.B.

Your response to this item is noted. Please revise
your response to be specific to the charges associated
with the proposed project.

Response

Following is a table which outlines the average gross
charge of each PET scan provider in the service area.
Erlanger’s projected gross charge for PET is $ 5,280 and 1is
comparable to that of Memorial Hospital.

=== Gross Charges === === Avg. Charge ===
Provider 011 2012 2011 2012 2011 2012
Chattanooga Imaging East 519 527 1,968,690 = 3,793 -
Diagnostic PET/CT of Chattanooga 1,225 1,179 3,182,494 3,246,890 2,598 2,754
Memorial Hospital 904 720 4,643,172 3,812,313 5,136 5,295
Cleveland Radiology Associates 530 398 - - - -
Cleveland Radiology - Rhea Med Ctr 43 43 - - - -
Total - Service Area 3,221 2,867

18.) Section C, Economic Feasibility, Item 7 and 8.

Your response to this item is noted. Please revise
your response to be specific to the charges associated

Erlanger Medical Center - Surgery
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with the proposed project.

Response

Following is a table which outlines the average gross
charge of each PET scan provider in the service area.
Erlanger’s projected gross charge for PET is $ 5,280 and 1is
comparable to that of Memorial Hospital.

=== Gross Charges === === Avg. Charge ===

Provider 2011 2012 2011 2012 2011 2012
Chattanooga Imaging East 519 527 1,968,690 - 3,793 -

Diagnostic PET/CT of Chattanooga 1,225 1,179 3,182,494 3,246,890 2,598 2,754

' Memorial Hospital 904 720 4,643,172 3,812,313 5,136 5,295
Cleveland Radiology Associates 530 398 - = - =
Cleveland Radiology - Rhea Med Ctr 43 43 - - - -

Total - Service Area 3,221 2,867

As may be seen from the Projected Data Chart that was
submitted, the project will be financially viable in Year
1.

19.) Section C, Economic Feasibility, Item 9.

Your response is noted. Please complete the following

chart.

Column1 | Column | Column | Column | Column | Column 6 Column 7 (2)
2 3 4 5(1)

Service County | Total Medicare | Medicare | TennCare/ TennCare/
Area Gross Gross asa % of | Medicaid Medicaid as a
PET/CT Revenue | Revenue | Total Gross Revenue | % of Total
PET/CT
#1 -
PET/CT
#2
Etc.
TOTAL
Applicant
Year #1

(1) Column 5 = Column 4/Column 3
(2) Column 7 = Column 6/Column 3

Response

Following is the requested payor mix information.

Erlanger Medical Center - Surgery
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County Provider

Hamilton Chattanooga Imaging East
Hamilton Diagnostic PET/CT of Chattanooga
Hamilton Memorial Hospital

Erlanger Medical Center ( Year 1)

<D
Y
=~

519
1,225
904

221

Equlp.
Type

PET
PET
PET

Total
Rev.

1,968,690
3,182,494
4,643,172

5,570,607

Medicare
Rev.

972,800
1,812,260
2,647,714

2,787,944

SUPPLEMENTAL

Medicare TennCare/ TennCare

49.4%
56.9%
57.0%

50.0%

% Of Total Medicaid % Of Total

140,600 7.1%
209,750 6.6%
150,539 3.2%

781,469 14.0%

20.) Section C, Contribution To Orderly Development,

Item 3.

What type(s) of positions will the 1.5 FTE’'s comprise
(e.g.-RN, radiological tech., etc.) ?

Response

The positions will be licensed Radiologic
Technologists (“RT”) with professional certification as a

Certified Nuclear Medicine Technologist

Erlanger Medical Center - Surgery
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STATE OF TENNESSEE ' |
[
COUNTY OF HAMILTON |
NAME OF FACILITY Erlanger Medical Center
I, Joseph M. Winick , after first being duly

sworn, State under oath that I am the applicant named in
this Certificate of Need application or the lawful agent
thereof, that T have reviewed all of the supplemental
information submitted herewith, and that it is true,

accurate, and complete.
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** NOTE - The attachments are paginated and the page
number begins with “A”. The page number
appears in the upper right hand corner of

the page.
Description Page No.
Bed Complement Chart A-1
Projéct Cost Chart A-2
Incidence & Prevalence Details A-3
Architect Letter A-5
Articles About CMS PET Coverage A-6
Provider Agreement - Triad Isotopes, Inc. A-8
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Bed Complement Chart

TOTAL

Licensed (*) CON  Staffed Beds Beds at
Beds Beds Beds Proposed Completion

Medical 284 284
Surgical 226 226
Long-Term Care Hospital

Obstetrical 65 65
ICU/CCU 94 94
Neonatal 58 58
Pediatric 49 49
Adult Psychiatric

Geriatric Psychiatric 12 12
Child / Adolescent Psychiatric

Rehabilitation

Nursing Facility (non — Medicaid Certified)

Nursing Facility Level 1 (Medicaid only)

Nursing Facility Level 2 (Medicare only)

Nursing Facility Level 2
(dually certified Medicaid / Medicare )

ICF / MR
Adult Chemical Dependency
Child and Adolescent Chemical

Dependency
Swing Beds
Mental Health Residential Treatment
Residential Hospice

TOTAL 788 788

(*) CON Beds approved but not yet in service.
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July 24, 2013

To: Ms. Melanie Hill, Executive Director
Health Services and Development Agency
Stale of Tennessee
161 Rosa L. Parks Blvd.

Nashville, TN 37243

Re: Verification of the GON Budget Summary
Erlanger Baroness Campus
Medical Mall Radiology Department
PET Scan Equipmenl Installation
976 East Third Street
Challanooga, TN 37403

Dear Ms. Hill,

We have received your comment to our GON Submission package regarding the planning and
construction scope of the project. Below you will find a comprehensive definition of the costs in

question for the EHS PET Scan project.

The projected renovation cost of $529,698.00 is for all of the items related to facilities upgrades,
including electrical, mechanical, plumbing, shielding, new wall construction, doors, new flooring,
wall finishes, and ceiling materials. To summarize, any and all materials and labor which will
have an affect on the built environment.

The projected project cost of $3,189,709.00 is for all of the items related to the PET Scan
Equipment Installation project, including the $529,698.00 for facilities upgrades, architect and
engineers fees, PET Scan Equipment costs, all new FFE (fumiture, fixtures, equipment) required,
EMS planning and coordination, all new IT items and Installation, Clinical Engineering equipment
and Installation, and EHS related general items. Each of these items has their own projected
budget and is included along with the facilities upgrades costs in the total projected project costs.

We hope this explanation provides you with a better understanding of the project costs and how
we arrived at our conclusions. If you have any further questions or comments please feel free to

contact me at 423-778 6510(of), or 423-298-3950 (c).

Chuick Arnold, Aréhilee
Erlanger Health System
TN License 102349

975 €, Third Strect, Chattanooga, THN 37403
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CMS to Cover Three Oncology FDG-PET Scans

News 17 | June 12, 2013 | Molecular Imaging 2, Nuclear Imaging s

By Diagnostic Imaging Staff
CMS has agreed to cover three oncology FDG-PET scans, a revision from the proposed

single-scan coverage, and one PET advocates lauded.
Source:

CMS has agreed to cover three oncology FDG-PET scans, a revision from the proposed
single-scan coverage, and one PET advocates lauded.

In a decision memo released this week, CMS said it was ending the requirement for
coverage with evidence development for oncologic FDG-PET. This removes the
requirement for prospective data collection by the National Oncologic PET Registry
(NOPR) for covered cancer types. Coverage of additional scans beyond the three after
initial anti-tumor therapy will be determined by local Medicare Administrative Contractors.

The Sociely of Nuclear Medicine and Molecular Imaging said the decision “will have a
significant impact on patient care.”

“We appreciate the fact that CMS has changed the limit from one scan to three,” SNMMI
2013-2014 vice president-elect, Hossein Jadvar, MD, PhD, MPH, MBA, FACNM, said in a
statement. “However, it will be important for the local confractors to aliow more than three

when clinically necessary.”

SNMM! also noted CMS’s ruling that the use of FDG PET/CT to guide prostate cancer
treatment was reasonable and necessary.

The Medical Imaging and Technology Alliance (MITA) also commended the decision,
saying the group has long supported coverage decisions that facilitiate access to PET
imaging. “This final decision on FDG-PET for solid tumors is a step in the right direction in
ensuring access to critical imaging procedures for patients with cancer,” MITA’s execlitive
director Gail Rodriquez said in a statement.

Source URL: http://www diagnosticimaging.com/molecular-imagina/cms-cover-three-oncology-fdg-pet-
scans

Links:

[1] hitp://www.diagnosticimaging.com/news

[2] http:/iwww.diagnosticimaging.com/molecular-imaging

{3] http://www.diagnosticimaging.com/nuclear-imaging

[4] hitp:/iwww.diagnosticimaging.com/authors/diagnostic-imaging-staff

http:/fwww.diagnosticimaging.com/print/162562 7/25/2013
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CMS Says Medicare Will Cover Three PET Scans for Anti-Tumor Management

06/17/2013

Coverage with evidence development (CED) will no {onger be a requirement for F18 fluorodeoxyglucose px
emission tomography (FDG PET) for oncologic indications, ending remaining prospective data collection
requirements, under a June 12 Centers for Medicare & Medicaid Services (CMS) iinal decision memo.

In a change from the proposed decision memo, CMS also decided three FDG PET scans instead of one w
be covered by Medicare as an anti-tumor treatment management strategy following initial cancer treatment

Under the proposal, coverage beyond one FDG PET scan would have been determined by local Medicare
Administrative Contractors (MACs). In the final memo, CMS said MACs now will determine coverage of an!
scans beyond three.

According to the memo, “CMS received 175 comments opposing the proposed one scan limitation of cover
FDG PET scans used to guide subsequent physician management of anti-tumor treatment strategy after
complstion of initial ant-tumor treatment strategy.” Some of these commenters noted “that 3 scans was a-
number for patients undergoing second or third line anticancer treatment.”

in response, CMS agreed in the final memo that Medicare will “nationally cover at least three additional scz

According to CMS, FDG PET is a minimally invasive diagnostic imaging procedure used to evaluate glucos
metabolism in normal tissue as well as in diseased tissues in conditions such as cancer.
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This article appeared in the Health Lawyers Weekly, June 14, 2013, and is reprinted here with permission.
Copyright American Health Lawyers Association (AHLA) 2013, No further distribution of the article is allow
without express permission of AHLA. Please visit their website at www.heaithlawvers.org for more informa

about this topic.

hitp://www.ahraonline.org/AM/Template.cfm?Section=Regulatory_News_Articles&Temp... 7/25/2013
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SUPPLEMENTAIL, INFORMATION (vo. 2)

Chattanooga-Hamilton County Hospital Authority
D/B/A

Erlanger Medical Center

Application For

Positron Emission Tomography / Computed Tomography

Application Number CN1307-027
July 26, 2012

ERLANGER HEALTH SYSTEM
Chattanooga, Tennessee
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Supplemental Responses To Questions Of The

Tennessee Health Services & Development Agency

1.) Section C, Economic Feasibility, Item 1.
(Project Cost Chart).
With the elimination of the lease costs the Estimated
Project Cost has been reduced from $ 4,530,278 to
$ 4,298,028. This redueces the filing fee from
$ 10,193 to $ 9,670.56.
Please submit a revised Project Cost Chart reflecting
the reduced filing fee. A refund of § 522.44 will be
processed.
Response
A revised Project Cost Chart is attached to this
supplemental information.

2.) Section C, Economic Feasibility, Item 6.A. and 6.B.
If available, please compare the proposed charges of
the project to the current Medicare allowable fee
schedule by common procedure terminology (CPT) codes.
Response
The reimbursement for PET services is below.

HcPcs

Code Short Descriptor Medicare

Heart muscle imaging

78459 (PET) 960.94
78491 Heart image (pet) single 960.94
78492 Heart image (pet) muitiple 960.94
78608 Brain imaging (PET) 960.94
78811 Pet image Itd area 960.94
78812 Pet image skull-thigh 960.94
78813 Pet image full body 960.94
78814 Pet image w/ct Imtd 960.94
78815 Pet image w/ct skull-thigh 960.94
78816 Pet image w/ct full body 960.94

Erlanger’s dgross charge will be § 5,280 and the net charge
after contractual adjustment for Medicare patients will be

$ 961

Erlanger Medical Center - PET
CON Application - Supplemental Information (No. 2) -- Page 2

and for TennCare patients will be $§ 774.

07/26/13 3:46 PM
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STATE OF TENNESSEE l

COUNTY OF HAMILTON |

NAME OF FACILITY Erlanger Medical Center

I, Martin S. McKay , after first being duly

sworn, State under ocath that I am the applicant named in
this Certificate of Need application or the lawful agent
thereof, that I have reviewed all of the supplemental
information submitted herewith, and that it is true,
accurate, and complete.

\Jyon)ls‘,éﬁ P>

SIGNATURE

. é?&{ﬂl
SWORN to and subscribed before me this of

Q)LkgLV\ , 2017 , a Notary Public in and for the

MontH Year

State of Tennessee, County of Hamilton.

NOTARY PUBLIC

My commission expires JO I , 20 /éri

{Month / Day)







CHATTANOOCAM IMAGING

Radiology 1710 Gunbarrel Road Screening Mammography
Fluoroscopy Chaftanooga, Tennessee 37421 Diagnostic Mammography
Diagnostic Ultrasound (423) 553-1234 Breast Ulirasound
Computer Tomography Nuclear Radlology
Bone Mineral Density Nuclear Cardiology
Open MRI PET/CT
MRI High Field
September 10, 2013
Ms. Melanie Hill SEP 11°13 pu3:45

Executive Director

Tennessee Health Services and Development Agency
500 Deaderick Street, Suite 850

Nashville, TN 37243

VIA: Federal Express
Dear Ms. Hill:

Plaza Radiology, LLC d/b/a Chattanooga and Cleveland Imaging, operates four imaging centers in the .
Chattanooga and Cleveland, TN area and is opposed to the Erlanger Medical Center CON (CON1398E 11’13 pu3:45
027) for the initiation of PET/CT services in Chattanooga, TN.

Establishment of Need:

The applicant does not meet the need criteria for additional PET/CT services in the Chattanooga and
Cleveland market. Chattanooga and Cleveland, TN have five (5) PET/CT scanners that are staffed by
expert technologists, supervised by fellowship trained physicians providing interpretations and clinical
consultation. The utilization rate of all five scanners has declined over the past several years and the
entire patient population in the service area is well served, including the indigent/uninsured patient
population.

Erlanger incorrectly claims that those who cannot pay are underserved, when in fact Erlanger contracts
with Diagnostic PET/CT of Chattanooga, located less than one half mile from Erlanger’s main campus, to
provide PET/CT services, on their fixed unit, to indigent patients.

There is no unmet need for PET/CT services for any and all patients in the Chattanooga and Cleveland
area. Based on the actual number of PET/CT scans done on the current units in the Chattanooga area

alone, there is excess capacity available, in excess of 2,100 scans per year.
Economic Feasibility:
The cost of this project is estimated to be $4,54M with the cost of the proposed unit being $3.32M alone.

The estimated gross charges that Erlanger proposes are much higher than the other providers in the area.
Erlanger proposes to charge $5,280 per scan as their average gross charge. Two of the largest providers
of PET/CT services in Chattanooga charge the following:

ASSOCIATES IN DIAGNOSTIC RADIOLOGY, P.C.

Trey M.Carr (Il. M.D.  John T. Johnston, M.D.  Clyde A, Kyle, ll, MD.  Lee M. Lefler, M.D.
James A lovd, M.D. James A Martin. MD. .lohn O Nunes M D Larry H. Paul, M.D.
Martin D. Simms, M.D.  AviM.Sud, MD. Mark A. Talley. M.D.  Gragory L. Venille, M.D.



Plaza Radiology, LLC d/b/a Chattanooga Imaging $3,800
Diagnostic PET/CT of Chattanooga $3,885

Realistically, the reimbursement on these gross charges will be far less with average Medicare allowable
being approximately $950 technical reimbursement per PET scan, with Tenncare reimbursement being
even less at approximately $775 technical reimbursement. It has become far more difficult with declining
reimbursements to economically make ends meet when it comes to PET/CT. This will become even more
evident with the new governmental regulation, CMS Final Coverage Decision (CAG-00181R4), which
went into effect June 2013, limiting Medicare patients to three (3) lifetime PET scans per cancer.

Erlanger’s application states that they considered sharing arrangements but “other PET/CT providers do
not share the same patient population™ and that “it can cause programmatic disruption in the treatment of
cancer patients and adversely impact cost and continuity of care”. This is incorrect in that Plaza
Radiology, LLC and the other PET/CT providers in the service share the same patient population, to
include indigent care, and there is no disruption of PET/CT service to patients in the service area.

Orderly Development:

The applicant’s project does not meet the orderly development of health care criteria. This is supported
by the following:

1. PET/CT both as a technology, and a medical service, is well established and widely available in
the service area. The applicant will not be introducing a new technology into the service area.

2. The five PET/CT scanners currently in operation in the service area are operating well below
capacity. Introducing a sixth scanner into the service area will simply exacerbate the excess
capacity that exists today.

3. The indigent/uninsured patient population is not under served by objective criteria. The
applicant currently contracts with a local provider for these services and all PET/CT providers in
the scrvice area provide care to Tenncare and self-pay/indigent patients.

Plaza Radiology, LLC, d/b/a Chattanooga and Cleveland Imaging respectfully submits that the applicant
does not meet the criteria to initiate services for PET/CT and respectfully requests that CON application
CN1307-027 be denied and will present its arguments to the Board on September 25, 2013.

Sincerely, ‘

Sue Kilpatrick
Chief Operating Officer



LETTER OF INTENT
TENNESSEE HEALTH SERVICES & DEVELOPMENT AGENCY
- . . gy 10 A 9 10
The Publication of Intent is to be published in the Chattanooga Ti ree Press, which is a newspaper
of general circulation in Hamilton County, Tennessee, on or before July 10, 2013, for one day.

This is to provide official notice to the Health Services & Development Agency and all interested
parties, in accordance with T.C.A. §68-11-1601 ef. seq., and the Rules of the Health Services &
Development Agency, that Erlanger Medical Center, owned by the Chattanooga-Hamilton County
Hospital Authority D/B/A Erlanger Health System, with an ownership type of governmental, and to be
managed by itself, intends to file an application for a Certificate of Need for a Positron Emission
Tomography / Computed Tomography (PET/CT) Scanner. No other health care services will be
initiated or discontinued.

The facility and equipment will be located in Erlanger Medical Center, at 975 East 3 Street,
Chattanooga, Hamilton County, Tennessee 37403. The total project cost is estimated to be §
4,540,471.00.

The anticipated date of filing the application is July 15, 2013.

The contact person for this project is Joseph M. Winick, Sr. Vice President, Erlanger Health System,
975 East 3™ Street, Chattanooga, Tennessee 37403, and by phone at (423) 778-7274.

/ /—Q July 9,2013 Joseph. Winick@erlanger.org

. Winick Date: E-Mail:

The Letter Of Intent must be filed in triplicate and received between the first and the tenth day of the month. If the
last day for filing is a Saturday, Sunday or State Holiday, filing must occur on the preceding business day. File this
form at the following address:

Health Services & Development Agency
Andrew Jackson Building
500 Deaderick Street, Suite 850
Nashville, Tennessee 37243

The published Letter Of Intent must contain the following statement pursuant to T.C.A, §68-11-1607(c)(1): (A) Any
health care institution wishing to oppose a Certificate of Need application must file a written notice with the Health
Services and Development Agency no later than fifteen (15) days before the regularly scheduled Health Services and
Development Agency meeting at which the application is originally scheduled; and (B) Any other person wishing to
oppose the application must file written objection with the Health Services and Development Agency at or prior to
the consideration of the application by the Agency.




CERTIFICATE OF NEED
REVIEWED BY THE DEPARTMENT OF HEALTH
DIVISION OF POLICY, PLANNING AND ASSESSMENT
OFFICE OF HEALTH STATISTICS
615-741-1954

DATE: September 1, 2013

APPLICANT: Erlanger Medical Center
975 3 Street
Chattanooga, Tennessee 37403

CON# 1307-027

CONTACT PERSON: Joseph M. Winick, Sr. Vice President
975 3" Street
Chattanooga, Tennessee 37403

COST: $4,307,699

In accordance with Section 68-11-1608(a) of the Tennessee Health Services and Planning Act of
2002, the Tennessee Department of Health, Division of Policy, Planning, and Assessment, reviewed
this certificate of need application for financial impact, TennCare participation, compliance with
Tennessee’s State Health Plan, and verified certain data. Additional clarification or comment
relative to the application is provided, as applicable, under the heading “Note to Agency Members."”

SUMMARY:

The applicant, Erlanger Medical Center, owned by the Chattanooga-Hamilton County Hospital
Authority d/b/a Erlanger Health System seeks Certificate of Need (CON) approval for the
acquisition of a positron emission tomography (PET/CT) scanner to be located at 975 East 31
Street, Chattanocoga, Tennessee. Erlanger Medical Center is the only tertiary service provider
within 100 miles of Chattanooga, Tennessee. Erlanger qualifies as a safety net hospital as they
provide service to all people regardless of their ability to pay and has the only “children’s” hospital
within 100 miles as well.

The applicant will purchase a Phillips Gemini TF Big Bore PET/CT unit at a cost of $2,216,323.85.
The unit will be placed in the existing Outpatient Imaging Department, Nuclear Medicine area. The
weight of the scanner necessitates structurally reinforcing the floor and will require renovation but
no new construction. The renovations to the 1,858 square feet of space total $528,698 or $285.09
per square foot. The applicant’s cost per square foot is slightly higher than 3 quartile of $249 for
hospital based construction as calculated by HSDA.

The total cost of the project is $4,307,699 and will be funded through cash reserves as indicated
in a letter from the Chief Senior Vice President and Financial Officer in Attachment A-22.

GENERAL CRITERIA FOR CERTIFICATE OF NEED

The applicant responded to all of the general criteria for Certificate of Need as set forth in
Tennessee’s State Health Plan.

NEED:

The applicant’s service area includes Bradley, Bledsoe, Grundy, Hamilton, Marion, McMinn, Meigs,
Polk, Rhea, and Sequatchie counties. The applicant will also attract patients from Alabama,
Georgia and North Carolina due to its position as a tertiary academic medical center.

The applicant’s primary and secondary service area population projections are provided in the table
below.

DOH/PPA/...CON#1307-027 Erlanger Medical Center
Positron Emission Tomography



Primary and Secondary Service Area Population Projections for
2013 and 2017

County 2013 2017 % Increase/
Population Population (Decrease)

Bradley 102,235 106,448 4.1%
Bledsoe 12,698 12,579 -0.9%
Grundy 13,396 13,300 -0.7%
Hamilton 345,447 352,340 2.0%
Marion 28,448 28,880 1.5%
McMinn 53,004 53,956 1.0%
Meigs 12,064 12,559 1.8%
Polk 16,654 16,568 -0.5%
Rhea 32,966 34,480 4.6%
Sequatchie 14,756 15,747 6.7%
Total 631,668 646,897 2.4%

Source: Tennessee Population Projections 2000-2020, June 2013 Revision, Tennessee
Department of Health, Division of Policy, Planning, and Assessment

Erlanger Medical Center (EMC) is the safety net hospital for Southeast Tennessee and needs to
update and enhance its imaging capabilities in order to provide the best imaging services for the
community and provide appropriate facilities to enhance the training and education of medical
residents and fellows of the University of Tennessee College of Medicine, which is located on the
EMC campus. Erlanger attracts patients from wide geographic area that includes Alabama,
Georgia, and North Carolina and has transfer agreements with 92 facilities, including 40 hospitals.

Currently there is a gap in the diagnostic capabilities of service lines including neurosciences and
oncology. EMC is recognized as a clinical leader in Southeast Tennessee and beyond, and its
stroke program is recognized as one of the leading programs of its kind in the nation.

Erlanger has just recently recruited a top epileptologist to supplement its neurosciences program.
Patients who suffer from strokes also may have seizures that a PET/CT could help gain insight into
the causes and identify potential opportunities for surgical interventions and improve outcomes.

EMC also has a comprehensive oncology program that includes a Cyberknife that is utilized for
non-evasive surgeries on tumors. The PET/CT could be used in diagnosis, assessment, and
planning to ensure treatment plans are progressing to advance and improve patient outcomes.

EMC participates in the HHS 340B pharmacy in order to provide affordable care and access for the
needy. EMC has a disproportionate share of low income patients and the 340B program serves to
make needed chemotherapeutic drugs available to those who would not otherwise have access to
life sustaining medications. Affordability is important to insuring access for this population. The
proposed PET/CT is an essential diagnostic tool that is necessary to provide quality care,
particularly to this underserved group.

Note to Agency Members: The 340B drug discount program is a voluntary program
created by section 340B of the Public Health Service Act, 42 U.S.C. § 256b, and
implemented through a pharmaceutical pricing agreement (PPA) between
manufacturers and HHS. Manufacturers opt into the program by signing these
agreements and assuming the obligations set forth in their terms, which are specified
by statute and linked, in many respects, to the terms of the Medicaid drug rebate
statute. At the core of the agreement is the obligation to charge covered entities no
more than a statutory ceiling price for drugs covered by the statute, which are defined
by the term "covered outpatient drug” in the Medicaid statute.

The applicant utilized two methods for evaluating the need for PET units in Southeast Tennessee
compared to the entire state of Tennessee. The applicant presented data for 2009-2012 showing

DOH/PPA/...CON#1307-027 -2- Eranger Medical Center

Positron Emission Tomography



the total number of scans for the entire state compared to scans for the proposed service area.
According to the applicant’s calculations, there is a disparity in the use rate of-6.7%, -9.0% and -
9.6% each year, respectively.

In the second methodology, EMC estimates the need in the proposed service area by looking at
the percentage of cases for incidence and prevalence in the service area. Incidence is the number
of new cases of a disease and prevalence is the number of existing cases of a disease. The
applicant estimates 1,055, 1,330, 1,604, and 1,653 scans in years one through four, respectively.

The table below shows the 2012 PET utilization for the applicant’s proposed service area.
Service Area PET Utilization, 2012

Fixed Mobile

Facility _ County Units Procedures Units Procedures

Cleveland Radiology Associates Bradley 0 0 1 398
Chattanooga Imaging East Hamilton 1 527 0 0
Diagnostic PET/CT of Chattanooga Hamiiton 1 1,179 0 0
Memorial Hospital Hamilton 1 720 0 0
Athens Regional Medical Center McMinn 0 0 1 180
Cleveland Radiology Associates Rhea 0 0 1 43
Total 3 2,426 3 621

Source: Health Services and Development Agency Equipment Registry

TENNCARE/MEDICARE ACCESS:
The applicant participates in the Medicare and Medicaid/TennCare programs and has contracts
with BlueCare, TennCare Select, United Healthcare Community Plan, and AmeriGroup.

The applicant estimates Medicare revenues will be $2,787,944 and Medicaid revenues will be
$3,569,413 in year one of the project.

ECONOMIC FACTORS/FINANCIAL FEASIBILITY:

The Department of Health, Division of Policy, Planning, and Assessment has reviewed the Project
Costs Chart, the Historical Data Chart, and the Projected Data Chart to determine they are
mathematically accurate and the projections are based on the applicant’s anticipated level of
utilization. The location of these charts may be found in the following specific locations in the
Certificate of Need Application or the Supplemental material:

Project Costs Chart: The Project Costs Chart is located in Supplemental 1. The total
estimated project cost is $4,307,699.

Historical Data Chart: The Historical Data Chart is located on page 50 of the application.
The applicant reported (12,419,410), ($12,014,326), and ($26,760,089) each vyear,
respectively.

Note to Agency Members: The applicant notes that the Income Statement
includes depreciation and amortization that are simply accounting entries and not
truly reflective of cash flow. The applicant followed the prescribed format but
provided their adjusted cash flow calculation in Supplemental 1. The applicant’s
adjusted calculations are $14,526,832, $13,785,288, and ($190,711) each year,
respectively.

Projected Data Chart: The Projected Data Chart is located on page 51 of the application.
The applicant projects 1,055 scans in year one and 1,329 scans in year two with a net
operating income of $550,270 and $583,911 each year, respectively.

DOH/PPA/...CON#1307-027 =3 Eranger Medical Center
Positron Emission Tomography



The applicant’s average gross charge in year one is projected to be $5,280 with an average
deduction of $4,319, resulting in an average net charge of $961.

The applicant believes this project is the most practical and financially feasible way to enhance the
imaging, academic training, and medical service line needs of EMC. No other alternatives were
considered.

CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTHCARE:

According to the applicant, the most significant relationship between this proposal and the existing
healthcare system is that it will be a part of an existing health system and enhance Erlanger Health
System'’s ability to integrate its services within the regional service area as the safety net provider,
trauma center, and the region’s only medical center.

By providing these services regardless of a patient’s ability to pay, the regional healthcare delivery
system is positively impacted by the services envisioned in the application.

The applicant currently has transfer arrangements with Erlanger North Hospital, T. C. Thompson
Children’s hospital, and Erlanger East Hospital. All of these hospitals are owned by Erlanger Heaith
System. Further, Erlanger has patient transfer agreements in place with more than 90 hospitals
and other providers in the four state areas, and another 21 transfer agreements currently in
negotiation. These providers refer patients to Erlanger because of the depth and breadth of its
programs and services. A copy of the list of transfer agreements is attached to the application.

The applicant states the effects of this proposal will be positive for the healthcare system because
it will deliver the most appropriate level of care for those who are in need of surgical services
regardless of ability to pay. By providing these services, the regional healthcare delivery system is
positively impacted via modification of services proposed in this application.

The applicant will require 1.5 FTE staff for the PET/CT service.

Erlanger Health System, as the region’s only academic medical center, has established strong long
term relationships with the region’s colleges, universities, and clinical programs. Erlanger provides
clinical sites for internships and rotation programs in nursing, radiology, respiratory, pharmacy, and
surgery technology, to name a few.

Further, affiliation with the University of Tennessee, College of Medicine includes training of senior

medical students on clinical rotation as well as graduate medical education for training of residents
and advanced fellowships in various specialties.

EMC is licensed by the Tennessee Department of Health, Board for Licensing Healthcare Facilities
and accredited by The Joint Commission. The facility was surveyed on June 14, 2013
SPECIFIC CRITERIA FOR CERTIFICATE OF NEED

The applicant responded to all relevant specific criteria for Certificate of Need as set forth in
Tennessee’s State Health Plan.

PET Standards and Criteria
1, Applicants proposing a new stationary PET unit should project a minimum of at least 1,000
PET procedures in the first year of service, building to a minimum of 1,600 procedures per
year by the second year of service and for every year thereafter.

Providers proposing a mobile PET unit should project a minimum of at least 133 mobile
PET procedures in the first year of service per day of operation per week, building to an
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annual minimum of 320 procedures per day of operation per week by the second year of
service and for every year thereafter. The minimum number of procedures for a mobile
PET unit should not exceed a total of 1,600 procedures per year if the unit is operated
more than five (5) days per week.

The application for mobile and stationary units should include projections of demographic
patterns, including analysis of applicable population-based heaith status factors and
estimated utilization by patient clinical diagnoses category (ICD-9).

For units with a combined utility, e.g., PET/CT units, only scans involving the PET function
will count towards the minimum number of procedures.

The applicant utilized two methods for evaluating the need for PET units in Southeast
Tennessee compared to the entire state of Tennessee. The applicant presented data from
for 2009-2012 showing the total number of scans for the entire state compared to scans
for the proposed service area. According to the applicant’s calculations, there is a disparity
in the use rate of-6.7%, -9.0% and -9.6% each year, respectively.

In the second methodology, EMC estimates the need in the proposed service area by
looking at the percentage of cases for incidence and prevalence In the service area.
Incidence is the number of new cases of a disease and prevalence is the number of
existing cases of a disease. The applicant estimates 1,055, 1,330, 1,604, and 1,653 scans
in years one through four respectively.

2. All providers applying for a proposed new PET unit should document that the proposed
location is accessible to approximately 75% of the service area’s population.

Applications that include non-Tennessee counties in their proposed service areas should
provide evidence of the number of existing PET units that service the non-Tennessee
counties and the impact on PET unit utilization in the non-Tennessee counties, including
the specific location of those units located in the non-Tennessee counties, their utilization
rates, and their capacity.

The applicant’s service area includes Bradley, Bledsoe, Grundy, Hamilton, Marion, McMinn,
Meigs, Polk, Rhea, and Sequatchie counties. The applicant will also attract patients from
Alabama, Georgia and North Carolina due to its position as a tertiary academic medical
center.

The applicant’s primary and secondary service area population projections are provided in

the table below.
Primary and Secondary Service Area Population Projections for
2013 and 2017
County 2013 2017 % Increase/
Population Population (Decrease)

Bradley 102,235 106,448 4.1%
Bledsoe 12,698 12,579 -0.9%
Grundy 13,396 13,300 -0.7%
Hamifton 345,447 352,340 2.0%
Marion 28,448 28,880 1.5%
McMinn 53,004 53,956 1.0%
Meigs 12,064 12,559 1.8%
Polk 16,654 16,568 -0.5%
Rhea 32,966 34,480 4.6%
Sequatchie 14,756 15747 6.7%
Total 631,668 646,857 2.4%

Source: Tennessee Population Projections 2000-2020, June 2013 Revision, Tennessee
Department of Health, Division of Policy, Planning, and Assessment
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81 All providers should document that alternate shared services and lower cost technology
applications have been investigated and found less advantageous in terms of accessibility,
availability, continuity, cost, and quality of care.

The applicant argues that while other PET/CTs are present in the service area, not all
patients have equal access to care. Many of Erlangers patfents are not in a position to
economically access care. EMC's patient population is arguably not the same population as
the other providers.

4, Any provider proposing a new mobile PET unit should demonstrate that it offers or has
established referral agreements with providers that offer as a minimum, cancer treatment
services, including radiation, medical and surgical oncology services.

Not applicable.

5; A need likely exists for one additional stationary PET unit in a service area when the
combined average utilization of existing PET service providers is at or above 80% of the
total capacity of 2,000 procedures during the most recent twelve month period reflected in
the provider medical equipment report maintained by the HSDA. The total capacity per
PET unit is based upon the following formula:

Stationary Units: Eight (8) procedures /day x 250 days/year = 2,000 procedures/year
Mobile Units: Eight (8) procedures /day x 50 days/year= 400 procedures/year
The applicant’s methodology was based on the incidence and prevalence of certain

conditions and diseases that would most likely require a PET scan to the number of scans
in 2011. Based on this data, the applicant calculated the need for 2,867 scans.

The table below shows the 2012 PET utilization for the applicant’s proposed service area.

Service Area PET Utilization, 2012

Fixed Mobile

Facility County Units Procedures Units Procedures

Cleveland Radiology Associates Bradley 0 0 1 398
Chattanooga Imaging East Hamilton 1 527 0 0
Diagnostic PET/CT of Chattanooga Hamilton 1 1,179 0 0
Memorial Hospital Hamilton 1 720 0 0
Athens Regional Medical Center McMinn 0 0 1 180
Cleveland Radiology Associates Rhea 0 0 1 43
Total 3 2,426 3 621

Source: Health Services and Development Agency Equipment Registry

As an academic medical center, with teaching and deep clinical expertise, EMC receives referrals
from four states. Hospitals in the Southeast rely of the clinical skills of EMC staff to provide
needed care. Many physicians also conduct clinical trials that utilize diagnostic imaging to support
patient care and medical research. Currently, patients needing PET scans are referred elsewhere;
negatively impacting the efficacy and continuity of care.

The applicant expects to have little impact on the existing PET providers because they draw their
patients from a much larger service area, with a different patient population, and offers services
not provided by other providers.
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The provider should demonstrate that its acquisition of an additional stationary or mobile
PET unit in the service area has the means to perform at least 1,000 stationary PET
procedures or 133 mobile PET procedures per day of operation per week in the first full
one-year period of service operations, and at least 1,600 stationary PET procedures or 320
mobile PET procedures per day of operation per week for every year thereafter.

6. The applicant should provide evidence that the PET unit is safe and effective for its
proposed use.

a. The United States Food and Drug Administration (FDA) must certify the
proposed PET unit for clinical use.

The FDA approval letter is attached to the application.

b. The applicant should demonstrate that the proposed PET procedures will
be offered in a physical environment that conforms to applicable federal
standards, manufacturer’s specifications, and licensing agencies’ requirements.

A letter from the architect is attached to the application attesting that the physical
environment will conform to all applicable codes and standards is attached to the
application.

c. The applicant should demonstrate how emergencies within the PET unit facility will
be managed in conformity with accepted medical practice.

The applicant provides a copy of their policy pertaining to emergencies.

d. The applicant should establish protocols that assure that all clinical PET procedures
performed are medically necessary and will not unnecessarily duplicate other
services.

The applicant provides a copy of their policy pertaining to medically necessity.

e. The PET unit should be under the medical direction of a licensed physician. The
applicant should provide documentation that attests to the nature and scope of
the duties and responsibilities of the physician medical director. Clinical supervision
and interpretation services must be provided by physicians who are licensed to
practice medicine in the state of Tennessee and are board certified in Nuclear
Medicine or Diagnostic Radiology. Licensure and oversight for the handling of
medical isotopes and radiopharmaceuticals by the Tennessee Board of Pharmacy
and/or the Tennessee Board of Medical Examiners—whichever is appropriate given
the setting—is required. Those qualified physicians that provide interpretation
services should have additional documented experience and training, credentialing,
and/or board certification in the appropriate specialty and in the use and
interpretation of PET procedures.

Dr. Pradeep Kumar's CV is attached to the application along with a copy of his
license from the Tennessee Department of Environment and Conservation, Division
of Radliological Health.

f. All applicants should seek and document emergency transfer agreements with
local area hospitals, as appropriate. An applicant’s arrangements with its physician
medical director must specify that said physician be an active member of the
subject transfer agreement hospital medical staff.

The applicant attached a copy of their transfer agreement to the application.
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7. The applicant should provide assurances that it will submit data in a timely fashion as
requested by the HSDA to maintain the HSDA Equipment Registry.

The applicant has and will continue to provide meet the data reporting requirements.

8. In light of Rule 0720-4-.01 (1), which lists the factors concerning need on which an
application may be evaluated, the HSDA may decide to give special consideration to an
applicant:

a. Who is offering the service in a medically underserved area as designated by the
United States Health Resources and Services Administration;

All ten of the service area counties in Southeast Tennessee have been designated
by HRSA as being medically underserved.

b. Who documents that the service area population experiences a prevalence,
incidence and/or mortality from cancer, heart disease, neurological impairment or
other clinical conditions applicable to PET unit services that is substantially higher
than the State of Tennessee average;

The applicant utilized the Chronic Disease Health Profile from the Tennessee
Department of Healfth, Office of Policy, Planning & and Assessment, Surveillance,
Epidemiology, and Evaluation to derive the Age of Adjusted Mortality data to
compare the mortality rate for each county in the service area. Six of the ten
counties within the service area have mortality rates higher than the state of
Tennessee as a whole for Heart Disease and Stroke. Five counties in the service
area have higher age adjusted mortality rates higher than Tennessee for Cancer
and Alzheimers,

C. Who is a “safety net hospital” or a “children’s hospital” as defined by the Bureau of
TennCare Essential Access Hospital payment program and/or is a comprehensive
cancer diagnosis and treatment program as designated by the Tennessee
Department of Health and/or the Tennessee Comprehensive Cancer Control
Coalition; or

Erlanger is classified by the Bureau of TennCare as a "safety net hospital”,

d. Who provides a written commitment of intention to contract with at least one
TennCare MCO and, if providing adult services, to participate in the Medicare program.

The applicant participates in the Medicare and Medicaid/TennCare programs and has
contracts with BlueCare, TennCare Select United Healthcare Community Plan, and
AmeriGroup.
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